UHNHI'IUIWH(UMIIWlllI)l!lNﬂUﬂl

08045088

wen




s —_ L

- - -' - - —-

. B N - .

i -g :.-__7.,- . __‘t - . "_: .

. - . . o - | - [} w-_,
-y - 1. o mTgm
an EN - . - |

- )

TABLE OF CONTENTS

Yoot

| -
_ - s
+ ) ST - . =
S e - N o [ <
- 2 ‘g ® o
~ ] - N -
- ~ - -

3 Letter to Shareholders
5 Adapting to Change
28 Five-Year Summary
29 Management’s Discussion and Analysis
47 Disclosures About Market Risk
48  Controls and Procedures
49 Report of Independent Registered Public Accounting Firm
On Internal Control Qver Financial Reporting
50 Report of Independent Registered Public Accounting Firm
51 Ceonsolidated Financial $tatements

55 Notes to Consolidated Financial Statements

83 Corparate Infarmation




OUR MISSION is to assist our clients and
partners in maximizing returns on their

R&D investments.

OUR VISION is to be the global leader in
our industry based on consistent quality
and execution, customer-aligned service

and constant innovation.

PPD
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Note: For a tabular recengihation of the non-GAAP financial measures shown under “Net Income” and "Earnings per Diluted Share™ above, please see the “GAAP/

For the year ended Decermber 31, 2003, excludes stock option expense. the costs 1o acquire the dapoxetine patents from El Lilly and Company. gain on sale|
of assets, restructuring charges refaled to the discovery sciences segment and impairments of equity investments. net, of $75, $65.0. $5.7. $19 and 310.1,
respeclively. For the year encled December 31, 2004, excludes stock option expense, restructuring charges, impairments of equity investments and tax bene
associated with rofease of capital loss carryforwards of $11.3, $2.6, $2.0 and $3.7. respectively. For the year ended December 31, 2005, excludes stock option
expense, the gain on exchange of assets, impairments of equity investments and tax banaht associated wilh release of capital loss carryforwards of $17.9, %
$5.9 and 30.8, respectively. For the year ended December 31, 2006, excludes stock option expense of $18 9, For the year ended December 31, 2007, exclude
stock option expense and impairment of equity investment of $20.3 and $0.7. respectively. Net income for 2003 through 2007 reported in accordance with
GAAP, which incluties these items and the related tax benefits and expense, was $41.4. 3917, $119.9, $156.7 and $163.4, respectvely

Earnings per diluted share for 2003 through 2007 reported in accordance with GAAR, which includes the items referred to in footnote (1) and the related ta
benehits and expense, were $0.37, $0.81. $1.03. $1.32 and $1 36, respectively.

i LD Dernnediabnn’ andar “Inyastnr Prasentatinns™ in the corperate section of cur Web site at www.ppdicom.
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Fred N. Eshelman, Pharm.D.

Chief Executive Officer
Right .
Ernest Mario, Ph.D.

. Chairman of the Board

To out shareholders:

I3

While 2007 was a challenging year for the company in some respects, we
recruited high quality management talent and laid new foundations for
accelerated growth and success. Man'y changes are occurring in the political,
regulatory and industry environments. We intend to innovate and adapt to
change now and in the future, but'rerain the corporate culture that has led
to success in the past. Financial highlights for the year included:

* Backlog at .Decc'mber 31, 2007, of $2.655 billion, up 19 percent over 2006;

*» Net revenue grew 13 percent to $1.414 billion; -

* Cash, cash equivalents and short-term investments increased 15 percent o
$502 million with no long-term debr;

* Dividend increased from $0.12 to $0.40 per share annually; and

* Share price increased 26 percent to $40.37.

Strategic and Operational Highlights

It was an eventful year in both reporting segments — development services and

discovery sciences/compound partnering,

Development Services | - .

Demand for clinicdl development services has never been stronger, as
evidenced by record requests for proposals in 2007, which were up 27 percent
by dollar volume over a very robust 2006. We closed the year with our
highesrt ever level-of commercial (non-government) authorizations in the
fourth quarter. . -

In order to meet our high.standards of quality and performance now and in
the future, we added a number of high-caliber, experienced executives in virrually
every region of the world. We opened new facilities in Denmark, Greece,
Portugal, Peru, Australia and Scotland, and moved into our new headquarrers
in North Carolina. In carly February 2008, we signed an agreement to acquire
InnoPharm Led., a clinical research organization oéerating in Russia and

the Ukraine.

Discovery Sciences/Compound Partnering

Qur preclinical ortcology unit continued its steady growth in 2007, handily
beating internal targets in the fourth quarter. The biomarker discovery sciences
lab also showed signs of improvement lace in the year.

" There were very exciting events in our compound partnering pipeline.
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 Incarly December 2007, Johnson & Johnson filed dapoxetine marketing

applications in Europe and has stated it intends to file in other territories in
2008. If this product is approved for the treatment of premature ejaculation, «

PPD stands to receive double-digit royalties and sales-based milestones.

Takeda Pharmaceutical Company Limited submitted the U.S. new drug
application (NDA) for alogliptin on, December 27, 2007, and it was accepted

“for filing by the Food and Drug Administration in February 2008. The

compound is a highly selective dipeptidyl peptidase-IV (DPP-4) inhibitor for
the treatment of type 2 diabetes. PPD will reccive additional development |
milestones, sales-based milestones and royalties, if additional filings/fapprovals -

and launch occur.

Dara from a Phase 111 trial with SinuNase™, Accentia Biopharmaceuticals
product‘ for chronic sinusitis, should be available in March 2008. Assuming a
favorable outcome, Accentia intends to immediately begin another Phase I11

" trial and plans to submit an NDA in 2008. If the product.is approved PPD-

will receive 4 7 percent royalty on net sales.

We licensed a statin from Ranbaxy: Laboratories Ltd. in early 2007. Our team |

"filed the U.S. investigational new drug (IND) application and has bréug}it the

compound forward to Phase II. We are currently evaluating the results of a

comparative clinical trial and hope to out-license the compound.
: .- AR

Our scientists and business associates continue to evaluate other opportunities

for compound parwmering,

Going Forward
We believe the market for development services rerains strong. If we execute
to the highest standards of quality and performance, the results should be

* quite good. Two of our partnered compounds are with regulatory authorities.
-1f we get approval(s), the resulting income will further boost earnings increases

and potentially drive shareholder value.

-We extend our thanks to Dr. Marye Anne Fox for five years of service on our

board of directors. Her advice and counsel were mvaluable during a period of

substantial growth.




Our Phase ll-1V operations
are under the leadership

of William Sharbaugh
(second from left), chief
operating officer, and

(left to right) Paul Colvin,
senior vice president, North
America; Sebastian Pacios,
senior vice president,
Europe, Middle East and
Africa; Wendy Buckland,
vice president, Latin
America; and Simon Britton,
vice president, Asia Pacific.

Adapting to Change

Pressure continues to mount for biopharmaceutical companies to cut costs, mitigate
revenue loss and speed safer drugs to market. Decline of product approvals and erosicn
of patent protection are rocking the industry. An estimated $67 billion in sales for

some of the largest pharmaceutical companies will be lost in the next five years as

patents expire, representing approximately half of the companies’ combined 2007 U.S.

sales (The Wall Street Journal 6 December 2007). Left with little choice, many drug

companies are cutting their work forces even as regulatory scrutiny has intensified,

more rigorous safety studies are expected and a continued move toward larger, global

trials seems inevitahle.

In response to this transformational change, pharmaceutical companies are increasing

their refiance eon clinical research organizations, or CROs, to assist in managing costs

. 2007 ANNUAL REPORT
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and accelerating the drug development process. According to projections, the CRO
market will grow from $16.3 billion in 2006 to $29.4 billion by 2071 {Goldman Sachs,
3 December 2007).

To adapt to industry change and maximize value for our clients in speeding the delivery
of therapeutics to patients, PPD implemented a number of initiatives in 2007 — all

founded on our strong commitment to innovation, execution and consistent quaiity.

We focused on globalizing and realigning operationally to further our ability to manage
complex multinational trials efficiently, strengthen internal standardization of processes
and leverage our talent. To this end, we expanded our global leadership team and
restructured our business units geographically. Appointing experienced senior
management to each unit, we divided our Phase II-1V operations into four territories:

North America; Latin America; Europe, Middle East and Africa, or EMEA; and Asia Pacific.

‘We provide clinical development,
biostatistics and dats management
services from our Bellshill,
Lanarkshire, operations in the
United Kingdom. Members of our
Beilshill management team include
(left to right) Mark Beard, director,
statistics and programming;

Diane McKellar, director, global
management services, Naomji
Young, executive director, data
management; Nik Morton, director,
project management; and

Amber Lee, director, clinical
management, EMEA.




To meet the growing demand for our therapeutic expertise and heighten our ability
to compete for sites and patients in emerging markets, we strengthened our presence
geographically by opening offices in six new locations on four continents: Australia,

Europe, North America and South America,

In February 2008, we announced we had signed an agreement to purchase InnoPharm,
an independent CRO based in Russia. The acquisition will further expand our global
reach with established offices in Smolensk, Moscow and St. Petersburg, Russia, and

Kiev, Ukraine.

We centralized our data management and biostatistics groups under global management
to enhance efficiencies and staff resourcing for global studies, This recrganization
clarifies accountabilities and builds on a firm foundation of global standard operating
procedures (SOPs) and working practice documents already in place. Similarly, we
strengthened the structure of our global regulatory affairs and pharmacovigilance

group and glebalized our information technology and site services functions.

To improve efficiencies, increase effectiveness and promote innovative thinking, we
undertook process improvement initiatives. We streamlined and simplified our globa!
central lab processes; globalized and improved our pharmacovigilance processes; and

cut cycle times and improved our processes for developing proposals and contracts.

We launched Project GLOBAL, an internal initiative to optimize and standardize our
business applications worldwide by upgrading our current environment and
re-engineering our processes. Using the latest technology to transform the way we
do business, we expect to improve our daily practices and create process efficiencies

by enhancing our finance, human resources and procurement modules.

At year-end, we believe we had positioned ourselves squarely at the forefront of
change while strengthening our ability to expedite global drug development and
reduce costs. We pledge to innovate constantly and adapt as necessary to continue to

maximize return on investments for our clients while driving value for our shareholders.

~ 2007 ANNUAL REPORT
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CORPORATE HEADQUARTERS

Wilmington, Narth Carolina

ASIA PACIFIC
Melbourne, Australia
North Sydney, Australia
Beijing, China

Hong Kong, China
Mumbai, India

Seoul, Korea
Singapore

Taipei City, Taiwan
Bangkok, Thailand

EURCPE, MIDDLE EAST
AND AFRICA

Brussels, Belgium
Prague, Czech Republic
Copenhagen, Denmark
Ivry-sur-Seine, France
Karlsruhe, Germany
Munich, Germany
Nurembaerg, Germany
Athens, Greece
Budapest, Hungary

Tel Aviv, Israel

Milan, Italy

Ede, Netherlands
Warsaw, Poland

Lisbon, Portugal
Johannesburg, South Alrica
Madrid, Spain
Stockholm, Sweden
Bellshill, United Kingdom

Cambridge, United Kingdom
winchester, United Kingdom

LATIN AMERICA
Buenos Aires, Argentina
Sao Paulo, Brazilb
Santiago. Chile

Mexico City, Mexico

Lima, Peru

NORTH AMERICA

Menlo Park, Califernia

San Diege, California
Mississauga, Canada
Highland Heights, Kentucky
Columbia, Maryland
Rockville, Maryland
Cambridge, Massachusetts
New Hope, Minnesota
Hamilton, New Jersey
Durham, North Carolina
Morrisville, North Carclina
Blue Bell, Pennsylvania
Austin, Texas

Richmond, Virginia
Seattle, Washington

Middleton, Wisconsin

With more than 10,200 professionals and offices
in 30 countries, PPD has the expertise and
infrastructure to conduct regional and multinational

clinical studies across six continents.




Regional employees based in countries in which we
do not currently have offices enhance our ability to

meet the needs of our clients.

LATIN AMERICA ASIA PACIFIC

Colombia New Zealand

Guatemala Philippines
Vietnam

EMEA

Finland

Kenya

= PPD Offices

Norway
Regional Employees

Slovakia
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“Fast and furious” compound
partnering strategy

Biopharmaceutical companies are increasingly looking to new strategies to speed
development and reduce costs. We believe our innovative “fast and furious” compound
partnering approach offers a proven solution for reducing timelines and the potential to

transform the economics of drug development.

By leveraging our drug development resources with the discovery efforts of our partners,

'{C we shorten timelines by bridging steps in clinical research, conducting earlier elements

g of a study while simultaneously planning for later phases of work. Our proprietary

f real-time data analysis tools offer our experienced drug developers the ahility to react

;:(’ quickly to ensure the program continues to align with regulatory and marketing goals.

E This advantage in conjunction with scenario-based contingency planning, parallel

§ processing and focused project management helps us speed the decision-making cycle é
1N° in our partnering programs. =
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Qur compound partnering
programs are driven by

Gail Mcintyre (center), senior
vice president of research,
and members of her team
including Lisa Liverman

and Tim Costello, both
directors in our compound
partnering group.

The financial strength of the earnings from our core development business has historically
provided us flexibility in structuring agreements. Qur goal is to establish mutually
beneficial risk-sharing partnerships in which the innovator preserves more value while

we optimize our potential for long-term revenue and enhanced shareholder value,

In 2007, we advanced our compound partnering initiatives and expect our poerifolio to
mature in the year ahead with potential regulatory milestones and royalty payments,

Progress in the programs in 2007 included the following:

Dapoxetine, partnered with Johnson & Johnson

Johnson & Johnson submitted a marketing authorization application (MAA) for dapoxetine,
a treatment for premature ejaculation in men. Submitted under the decentralized
procedure, Sweden is the reference member state, and Austria, Finland, Germany, Italy,

Portugal and Sgain are the concerned member states for the application. If approved,

2007 ANNUAL REPCORT
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dapoxetine would be the first prescription treatment designed specifically to treat
premature gjaculation. If the drug is approved and marketed, PPD will be entitled to

receive additional milestones and royalties on drug sales.

Alogliptin, partnered with Takeda

At year-end, Takeda submitted an NDA to the U.S. Foed and Drug Administration (FDA)
for alogliptin, a highly selective DPP-4 inhibitor. It was accepted for filing by the FDA

in February 2008. If approved, alegliptin will be one of a new class of drugs for the
treatment of type 2 diabetes. In this application of our compound partnering approach,
we collaborated with Syrrx/Takeda and took the compound from lead optimization to
NDA submissicn in a total of 49 months, trouncing traditional development timelines.

If approved and marketed, PPD will be entitled to receive milestone payments and

royalties on drug sales.

PPD10558

In February, we acquired an exclusive worldwide license from Ranbaxy to develop,
manufacture and market Ranbaxy’s novel statin for the treatment of dyslipidemia. The
preclinical toxicology, drug metabolism and pharmacokinetic data suggest the statin
has the potential to offer an improved safety profile over currently marketed statins.
After conducting additional preclinical studies, we filed an IND application with the
FDA, completed four clinical studies and, at year-end, were in the midst of a high-dose

comparator study.

SinuNase, partnered with Accentia

Accentia Biopharmaceuticals, Inc., progressed the development of SinuNase at an
accelerated pace with FDA fast-track status and expects top-line results from a Phase
i study in first quarter 2008. If the results are positive and Accentia obtains regulatory
approval, SinuNase would be the first product marketed for chronic sinusitis, and PPD

would be entitled to receive royalties from drug sales.
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Qur high-quality. customizable
medical communications
programs are under the
direction of Paul Covington,
executive vice president of
development; Vivian Broach
(left), vice president, medical
communications; and

Lori Eberhardt, vice president,
medical communications

and post-approval
pharmacovigiiance.

As the pharmaceutical industry adapts to transformational change, many clients
increased their reliance on our preclinical oncology lab group for innovative

strategies, with the demand for biomarker expertise continuing to grow.

We entered a three-year contract to build, equip and staff a dedicated laboratory

to support a vaccine testing program for a major pharmaceutical company.

Our scientists developed and validated 31 new methods, expanding cur portfolio

of proprietary bicanalytical methods by 14 percent.

We increased our bioanalytical sample handling capacity 24 percent and
implemented bhar-coding technology to automate the processes required to

track sample location and use.

2007 ANNUAL REPORT
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Demand for our inhalation services grew 50 percent as we continued to expand our

work with clients in Europe. We developed new techniques to determine foreign

particulate matter within inhalation products.

We experienced a 35 percent growth in our ¢cGMP biopharmaceutical services

business and added headcount, equipment and lab space to meet client needs.

The installation of a new automated sample management system provided
life-cycle sample tracking in our cGMP lab, with wireless data access designed to

enhance flexibility and efficiency for laboratory staff,

Cur Phase | clinic continued to build on its strength - the ability to conduct
complicated, technically intensive trials. A strong volunteer recruitment base and
use of an investigational review board that meets weekly allow rapid study start-up
and the ability to dose-escalate on a weekly basis, or more frequently in some

instances, depending on the design and safety profile of the compound.

With Cindy Doerfler, vice
president, at the helm of
our state-of-the-art Phase |
clinic, we provide clients
superior technology for
comprehensive cardiac
safety trials, including
telemetry capacity for
continuous, simultaneous
monitoring of 64 volunteers.




We incorporated our dental research clinic into our Phase | clinic for expertise in
the conduct of single- and multiple-ascending dose trials, continuity in the drug
development process for dental clients seeking analgesic efficacy data early in the

plan, and efficiencies in timelines and guality.

Qur client relations group facilitated 90 study kick-off meetings between client and
PPD project teams and supported another 35. These kick-off meetings focus on

clarifying at the outset study team expectations for project success.

To decrease start-up times, lower ¢osts and ensure regulatory document guality,
our North America site start-up group now performs site start-up for alt our Phase
II-IV studies in the United States and Canada. Key to success in reducing timelines
is our centralized, dedicated project assistant group, which generally enters

documents within 24 hours of receipt.

Through an aggressive campaign to identify and screen the best clinicians in
targeted therapeutic areas, our site relations group added more than 5,600

investigators to our global database for clinical trials.

We developed new feasibility processes to further refine data used to guide the
site selection process. In the rapidly changing world of clinical research, an
accurate assessment of the feasibility of a study and the number of potential

subjects who might be recruited to participate is vital.

Clients increasingly seek our assistance with adaptive clinical trial designs that
improve the efficiency of their drug development programs, We offer experience
with a variety of statistical methodologies and real-time tools to speed their

decision-making process.

Through participation in the Clinical Data Interchange Standards Consortium (CDISC),
we are proactively working with other industry representatives to standardize case

report forms, or CRFs, one of the FDA Critical Path opportunities.

QOur in-house, Web-based training for electronic data capture, or EDC, proved very

successful, with more than 6,000 investigator sites and external clinical teams

completing the program in 2007.
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Demand remained strong for our patient recruitment and retention services,
including our expertise in managing complex multidisciplinary strategies. As
cultural and regulatory barriers to recruitment and retention tactics change, we

are expanding our global service offerings.

Client dernand for our post-approval services escalated in late year. In the wake
of new regulatory guidelines, clients increasingly sought our assistance with
strategic planning across the development life cycle as well as with develeping

post-approval study plans,

We focused on globalizing our post-approval services portfolic and incorporating
new regulatory guidelines, including revising SOPs and training plans and updating

management and tracking systems.

Our medical communications group provided cutting-edge professional contact
center services, including self-service interactive voice response offerings to

contain costs while delivering quality information to our clients’ customers.

The link between our professional contact center and post-approval
pharmacovigilance group continued to strengthen, with 32 percent of our

professional contact center clients now using both service groups.

To meet one client’s unigue post-approval regulatory needs, we customized a
solution with an integrated approach spanning our post-approval

pharmacovigilance, registry, epidemiology and professional contact center groups.

We revamped our approach to strategic program development by enhancing
collaboration among our epidemiology, biostatistics and clinical management groups

to offer clients the full strength of our therapeutic and development experience.

Our clinical and safety data management consulting services and proprietary
e-technologies division expanded its range of services to clients in designing,

managing and optimizing their business processes.




We provide a full range

of laboratory testing
services for alf phases of
drug development.

Bruce Petersen, senior vice
president, provides strategic
management for our
biomarker discovery
sciences, bioanalytical and
cGMP lab operations.

We introduced biomarker validation services to speed translation of discovered
biomarkers. Using high throughput platforms, we can now take client projects
through the full path from discovery and validation of biomarker development o

the ultimate use of assays in clinical trials.

In a nationwide study by the Association of Biomolecular Resource Facilities to
evaluate state-of-the-art proteomics platforms, our proteomics profiling group

accurately detected, quantified and identified the small number of differantially

expressed proteins in a complex mixture of proteins without errors or false

positives. Our superb performance in the study was consistent with the high

quality biomarker discovery data that our clients have come to expect.

2007 ANNUAL REPORT
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We expanded our investmant in technologies such as ultra performance liguid

chromatography, or UPLC, and multiplexing to provide faster sample analysis and
improved method performance. We also increased our liquid chromatography/

mass spectrometry, or LC/MS, capacity by seven instruments.

Addition of a second ¢GMP-compliant time-of-flight LC/MS/MS for large molecule

characterization enabled us to expand our market share for biopharmaceutical services.

Qur acquisition of a hybrid ion trap LC/MS significantly improved our efficiency

and capability in impurity characterization and extractables/leachables analyses.

We implemented flow cytometry for routine immunophenatyping of lymphocyte
populations and developed and validated the measurement of cell surface receptor
density and occupancy, circulating tumor cells and intercellular production of
cytokines. These leading-edge technigues are valuable in our cancer, infectious and

autoimmune disease research.

With four global electronic
data capture centers, we
offer @ comprehensive
portfolio of EDC offerings
under the management of
Susan Atkinson, senior vice
president, blostatistics
and data management,
and Jim Streeter, executive
director, electronic

data capture.




To increase throughput and decrease detection levels for more accurate drug
efficacy studies, we expanded our molecular testing offerings by validating and
implementing real-time PCR, or polymerase chain reaction, for the measurement

- of circulating HIV and hepatitis C and B viruses.

Providing secure, timely access to key study data, PPD DirectConnect™ Web portals
now support more than 430 client studies. We have over 8,300 external users and

will launch our 1,000th portal in first quarter 2008.

The volume of patient data we entered into Oracle® Clinical Remote Data Capture,
or RDC, and the number of investigator-users more than doubled in 2007, reflecting

growth in demand for our EDC services.

Offering 24/7 live-answer assistance in nine languages, we completed the launch of
four global EDC centers located in the United States and Europe to support internal

and externa! users of Oracle Clinical RDC.

As a customer advisor, we worked with Oracle to improve RDC 4.5.3, specifically to
increase investigator site performance, simplify the user interface, eliminate software
installation and provide a true Web-based EDC system. We plan to launch this new

versien to our customers at the end of first quarter 2008.

We improved robustness and safety data reporting capabilities and added immediate
access to data to enhance PPD GlobalView, our proprietary post-approval EDC
system, and PPD GlobalView EventNet™, our customizable global event
management and adjudication system for expeditious review of safety and

endpoint-driven data from large-scale clinical trials and registries,

Designed to protect client data confidentiality, we deployed PPD?® ClienTag, our
innovative, proprietary technology that helps to ensure the confidentiality of client

documents that are provided electronically.
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Therapeutic expertise
for multinational studies

With integrated services, therapeutic expertise and depth of experience, our ability to
manage complex multinational trials across multiple regulatory reguirements efficiently

and expeditiously continued to be a strength.

Qur top therapeutic area in 2007 was oncology, followed by antiviral/anti-infective,
endocrine/metabolic, cardiovascular and central nervous system, again closely aligning

with industry’s top research and development priorities (R&D Directions, October 20073,

2007 was a record-setting year for our CNS services, with client demand up 108 percent.
We continued to expand our conduct of CNS trials globally, with heavy penetration into

Eastern Europe, India and Southeast Asia.

-
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From our office in Buenos
Aires, we provide monitoring
and associated services
including regulatory,

quality assurance and
pharmacevigilance.
Federico Lerner serves

as senior director of clinical
management for South
America while Natalia
Grassis heads up the clinical
research associate and
resaarch assistant groups

in Argenting,

Demand for our antiviral/anti-infective expertise increased 78 percent, and we continued
te grow our hematology/oncology franchise with a focus on expanding direct consulting
services to biotechnology and smaller pharmaceutical companies, the main sources for

new compounds in the pipeline,

In total, we managed approximately 820 commercial Phase |-V studies involving nearly
271,000 patients across 29,000 sites globally. (Our work with the government sector is
not included in these totals.) In this work, we furthered our track record for successfully

assisting clients in accelerating the development of therapeutics. To illustrate:

«  For a Phase || thyroid study involving 184 patients in 10 countries, we achieved
overall database lock six months ahead of schedule, including five interim data

locks within a 13-month period.
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= We completed a successful, on-time database fock for a large chronic hepatitis C
study involving 119 sites, 3,083 randomized patients and 192,755 CRF pages. The
study was the client’s largest EDC study to date.

We continued to work extensively with agencies of the U.S. government, providing a
wide range of services across six continents in a variety of therapeutic areas including

infectious diseases, allergy, immunology, transplantation and vaccines.

In our 17th year working with the National Institute of Allergy and Infectious Diseases
{NIAID), Division of AIDS (DAIDS), approximately 80 full-time PPD employees provided
training, quality management and clinical monitoring services for the HIV Vaccine Trial
Network, HIV Prevention Trial Network, Acute Infection and Early Disease Research

Program and others. The programs included more than 700 sites in 43 countries.

We provided the DAIDS global support for its clinical research enterprise in North
America, Asia, Africa, Europe, South America and the Caribbean. Our services included

site assessment, biostatistics, data management and regulatory support.

Approximately 100 full-time PPD employees provided a range of services to NIAID's
Division of Microbiology and Infectious Diseases for approximately 500 protocols at

more than 1,333 sites in 45 countries.

The breadth of our global experience in 2007 included:

Therapeutic arena | Indications

Antiviral/anti-infective © Viral hepatitis, HIV, chlamydial infection, malaria, mosquito-borne viral
encephalitis, primary tubercutous infection, viral pneumonia
Cardiovascular Cardiac dysrhythmias, venous embolism, thrombosis, hypertension and
heart failure

Central nervous system Epilepsy, Alzheimer's disease, multiple sclerosis, and hereditary and
degenerative diseases

Endocrine/metabolic Diabetes mellitus
Gastrointestinal Irritable colon, ulcerative colitis, and regicnal and noninfectious enteritis
Immunology Rheumatoid arthritis and other inflammatory polyarthropathies, systemic

lupus erythematosus, osteoporosis
Oncology Virtually all major tumor types including breast, bone, connective tissue,
skin, prostate, ovary and uterus, lung, lymphoid and histiocytic tissue

Ophthalmology Macular degeneration, retinal vascular occlusion
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Our team in Mumbal,

India, offers clinical project
management and patient
recruftment services for key
therapeutic areas. Members
of the management group
include (left to right)
Kristin Greenough, senior
clinical team manager;

Bill Emery, principal clinical
team manager, Preeti Pillai,

clinical operations manager;

Normita Bhandari, clinical
team manager, and
Miroslawa Piotrowska,
associate director of clinical
management.

Strong demand for our services, regionally and globally, drove our growth in 2007,

We expanded in new geographic locations by opening offices in Sydney, Australia;
Copenhagen, Denmark; Athens, Greece; Lima, Peru; Lisbon, Portugal; and Seattle,
Washington. We opened a second office in Mumbai, India, in January 2008 and
plan to open an office in Istanbul, Turkey, in first quarter 2008, In addition, we

initiated or completed expansions at 17 existing office locations.

With the close of our acquisition of InnoPharm in second quarter 2008, we will
gain offices in Smolensk, Moscow and St. Petersburg, Russia, and Kiev, Ukraing, further

extending our global reach.

We maintained a leading position in Latin America by increasing our headcount 23
percent; adding key management; expanding our offices in Argentina, Brazil, Chile

and Mexico; and opening an office in Pery,
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In Asia Pacific, we doubled our headcount and expanded our clinical quality

assurance and pharmacovigilance programs. Demand increased for our services
for larger studies, including an infectious disease trial comprised of nearly 100 sites
and 4,500 patients.

We consolidated staff into a new 34,000-square-foot office in Bellshill,
Lanarkshire, United Kingdom, and announced plans for construction of a second

34,000-square-foot building to accommodate our growing operations.

With increased demand for our large molecule testing services, we completed
construction of a new lab that increased our immunochemistry capacity for

bioanalytical testing by 50 percent.

To meet the growing needs for inhalaticn services, we added 13,000 square fest
of laboratory space, including four customized, environmentally controlled labs
to test inhaled products, and state-of-the-art instrumentation to enhance the

accuracy of particle counting.

We expanded our global central lab services into China through an exclusive
agreement with Peking Union Lawke Biomedical Development Limited in January
2008, enabling PPD to provide biopharmaceutical clients its full range of highly

customized central lab services in China without the need to export lab samples.




Missy Orr (right), executive
director of patient
recruitment, and Christie
Fry; associate director of

patient recruitment, oversee
the development of a wide
range of custom-designed
recruitment and retention
programs for studies of alf
sizes and complexities.

Recruiting, retaining and developing talented people continued to be a key initiative.

To attract, qualify and hire top talent, we trained management in a proven behavioral
interviewing technique. The quality of hires has improved, and turnover has

decreased in departments that have initiated this technique.

We expanded our wellness program, providing health screenings, fitness

assessments, healthy pregnancy, smoking cessation, walking and running

programs at our largest U.S. offices and some locations abroad.

Leadership development continues to be critical; another group of top performers

completed our year-long global leadership training program.
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To develop leadership skills and retain clinical research associates, or CRAs, we

introduced a CRA management training program.

We launched a clinical team managers, or CTM, training program in North America
for new and existing CTMs. The training presents material critical to managing a
clinical team through execution of deliverables. We also initiated a training program

for CTMs in Asia Pacific.

We extended our lead apprentice program to data management employees in
Europe. Developed originally for U.S. employees, the program focuses on training,

mentoring and identifying candidates for potential promotion.

To teach valuable “know how” for conducting studies in an e-environment, we
offered employees new training modules on adapting to the advantages offered

by remote monitoring and site management.
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Selected Financial Data . -

numbers in'tables in thousands, except per share data

The following table represents selected historical consolidated financial data. The statement of operations data
for the years ended Decembker 31, 2005, 2006 and 2007 and ‘balance sheet data at December 31, 2006 and

_ 2007 are derived fram our audited consolidated financial statements included elsewhere in this report. The

statement of operations data for the yvears ended December 21, 2003 and 2004, and the balance sheet data at
December 31, 2003, 2004 and 2005 are derived from audited consclidated financial statements not included in
this report. The historical results are not necessarily indicative of the operating results to be expected in the
future. The selected financial data should be read together with "Management’s Discussion and Analysis of

- Financial Condition and Results of Operations” and our consolidated financial statements and notes to the

financial statements included elsewhere in this report.-

_ Consolidated Statement of Operations Data ‘
- - Year Ended December 37,
N 2003 2 2004 2005 M@ 2006 . 2007
Net revenue $- 726,983-$% 841,256 % 1,037,090 $ 1,247,682 $1,414,465
- (_)peratin-g'expenses @ 659,501 701,878, 865538 1,027,705 1,184,484
Gain on sale/exchange of assets (5,738} - " (5,144) - -
Restructuring charges & 1,917 2,619 - - -
Total operating expensers : T 655,680 704,497 860,394 1,027,705 1,184,484
Income froni operations 71,303 136,759 174,696 219977 . 229,981
Impairment of equity investments () (10,078} (2,000) (5,928) - (690)
Other income, net 2,45\‘12 3,830 4,035 15,528 18,662
Incorﬁe before provision for income t\axes . 63,707 138,589 179,803 235,505 247,953
Provision f.or income taxes- 22,297 456,905 59,906 78,853 84,552
Net income - ‘ $ 41,410 % 91,684 $ 119897 § 154,652 163,401
Net income per common share: - R
Basic $ . 037°% 08 $ 105 $ 134 1.38
Diluted $ 037- % 081 § 103 $ 1.32 1.36
Dividends declared per common share $ - - % 0525 $% 0.105 0.19
Weighted average number of common shares outstanding: -
Basic o 18 112,696 114,664 116780 118,459
- Dilutive effect of stock options 1,024 1,112 ) 1,770 . 1,755 1,494
112,572 113,808 118,535

Diluted .

116,434

119,953




Consolidated Balance Sheet Data

. N As of December 31,
2003 2004 2005 2006 2007

Cash, cash equivalents and short-term inve5tme‘nts $ 110102 § 249368 & 319,820 $ 435671 $ 502,?84
Working capital @ - ' , 156,602 257,103 327,638 412,711 599,980
Total assets ’ 786,055 983,681 1,159,600 —‘] 481,565 1,684,375
Long-term debt and capital lease obligations, =~ R ‘

including current portion @ 7,662 6,970 24,302 75,159 -
Shareholders’ equity , 519,390 643,788 750,676 952,900 1,150,096
Cash dividends declared per common share ) - - 60,684 T 12,305 22,590

(D) Effective January 1, 2006, we adopted SFAS No. 123 (revised) using the modified retrospective application method. In accordance with
the modified retrospective apphcanon method. we have adjusted our financial statements for all periods prior to January I, 2006 to
give effect to the fair-value based method of accounting for all awards granted in ﬂscal years beginning after December 15, 1594,

(2) For 2003 and 2005, resuits of operations for acquisitions that occurred during the year are inciuded in our consolidated results of
operations as of and since the effective date of the acqursmons For further details regarding the 2005 acquisition, see Note 2 in Notes
to Consolidated Financial Statements. .

{3) For 2003, operanng expenses include a $65.0 miltion cash payment to En'f I.rﬂy and Company to acquire Lilly's patents to dapoxetme

(4) For 2003, gain on sale of assets related to the restructuring of our Discovery Sciences segment, For 2005 gain on exchange of assets
related to the acqu.vsmon of substantially all the assets of SurroMed, Inc.’s biomarker business.

(5) For 2003 and 2004, restructuring charges related to the restructuring of our Disco&ery Sciences segment.

(6) For 2003, 2004, 2005 and 2007, impairment of equity mvestments rncn’udes charges to earnings for other-than-temporary declines in -

the fair markét value of our investments. For further details, see Note 6 in Notes to Consolidated Fmancraf Statements.
(7) Working capital equals current assets minus current liahilities.

(8) For 2005 and 20086, long-term debt includes 3171 million and $74.8 miflion, respectively, which we borrowed to finance the
const_rucrion of our new headquarters building and related parking facility in Wilmington, North Carofina.

("9) The Board of Directors declared a speEiaI one-time cash dividend in the amount of $0.50, as adjusted to give effect to our February
2006 two-for-one stock spiit, on each outstanding share of common stock in the fourth quarter of 2005. The Board of Directors also
adopted an annual dividend policy in the fourth quarter of 2005 and paid the first quarterly cash dividend in that quarter,

. X \ ' 4 ‘

Managements Discussion and Analys1s of F1nanc1a.l Condition ' ‘
‘and Results of Operations . . .

The following discussion and analysis is provided to increase understanding of, and should be read in conjunc-
tion with, our conso!idated financial statements and accompanying notes. In this discussion, the words “ppD",
"we", “our” and "us" refer to Pharmaceutical Product Devetopment, Inc., together W|th its subsidiaries where
appropriate. - .

.

FORWARD=LOOKING STATEMENTS ) ' -

This annual report contains forward-looking statements within the meaning of the federal securities laws. These
statements relate to future events or our future financial performance. Forward-looking statements include .
statements concerning plans, objectives. goals, strategies, future events or performance, expectation's.predio
tions, assumptions and other statements that are not statements of historical facts. In some cases, you can
identify forward-looking statements by ‘terminology such as “might”, “will", “should”, “expect”, "plan”, "antici-
pate”, “beheve" “estimate”, "predict”, “intend”, "potential” or “continue”, or the negative ¢f these terms, or
other comparable terminology. These statements are only predictions. These statements rely on a number of
assumptions and estimates that could be inaccurate and that are, subject to risks and uncertainties. Actual
events or results might differ materially due t¢ a number of factors, including those listed in “Potential Volatility
of Quarterly Operating Results and Stock Price” and in “Item 1A. Risk Factors” in our annual report on Form
10-K. Although we believe that the expectations reflected in the forward-looking statements are'reasonable, we
cannot guarantee future results, levels of activity, performance or achievements.

EXECUTIVE OVERVIEW . - ’ .

Our revenues are dependent on a relatively small number of industries én.d clie.nts.\As a result, we closely monitor
the market for our services. For a discussion of the trends affecting the market for out services, see "item 1.
Business — Trends Affecting the Drug Discovery and Development Industry” in our-annual report on Form 10-K.
'Although we cannot predict the demand for CRO services for 2008, particularly in light of current general eco-
nomic uncertainties, we continue to believe that the overall market for these services is strong. The volume of
requests for proposals for our Phase iI-1V clinical development services continues to grow, reflecting strong
demand for outsourcing services generaily and evidencing that the market for these services remains intact. For

.
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2008, we plan to continue to focus on execution in our core development business and on our business develop-
ment efforts to improve our sales hit rate.

We believe there are specific opportunities for continued growth in-certain areas of our core development busi- -
ness. Our Global Phase I1-1V units had solid operating and financial performance in 2007, and we expect to see
continued revenue growth in 2008. We continue to add headcount within Phase [I-1V global operations-and
added new offices in several countries in 2007 and are planning expansmns in others in 2008. In February

2008, we announced that we had entered into an agreement to acquire InnoPharm Ltd, an mdependent con-
tract research organization. InnoPharm employs more than 300 professionals and has offices in Smolensk,
Moscow and St. Petersburg in Russia and Kigv, Ukraine. {n addition to our'Phase lI-1V business, during 2007 our
bicanalytical laboratory completed construction of a new immunochemistry laboratory to support growth in

large molecule testing services. Our cGMP laboratory increased capacity, added customized laboratories and

-added new technologies during 2007. While the revenue in our central Iaboratory in 2007 was below our expec-

tations, new central laboratory authorizations for this business were well above expectations and should prowde
a solid basis for growth in 2008. FlnaIIy‘. with the passage of the Food and Drug Administration Amendments
Act in late, 2007, we believe there are opportunities for significant growth in the post-approval services arena.

We review various metrics to evaluate our financial perforrmance, including periéd-to-period changes in back-
log, new authorizations, cancellation rates, revenue, margins and earnings. In 2007, we had new authorizations
of $2.2 biltion, an increase of 11.5% over 2006. The cancellation rate for 2007 was 221%, which is higher than the
19.4% cancellation rate for 20086, but lower than our projected cancellation rate for 2007, Despite the increase in
cancellations in 2007, backlog grew to $2.7 biltion as of December 31, 2Q07, up 18.6% over December 31, 2006,
The average length of our contracts increased to 34.2 months as of December 31, 2007 from 32.8 months as of
December 31, 2006. '

Backlog by client type as of December 31, 2007 was 48.8% pharmaceutical, 38.9% biotech and 12.3% government/
other, as compared to 54.5% pharmaceutical, 32.3% biotech and 13.2% government/other-as of December 31,
2006. The change in the composition of our backlog from 2006 to 2007~is primarily the result of an increasein
authorizations from biotech companies in 2007. Net-revenue by client type for the year ended December 31,
2007-was 58.7% pharmaceutical, 29.1% biotech and 12.2% government/other, compared to 58.5% pharmaceutlcal
29.5% biotech and 12.0% government/other as of December 31, 2006.

For 2007, net revenue contnbutlon by service area was 81.0% for Phase II-1V services, 14.1% for laboratory ser-
vices, 3.3% for the Phase | clinic and 1.6% for discovery sciences, compared to net revenue contribution for the
yvear ended December, 31, 2006 of 78.0% for Phase li-1V services, 15.3% for laboratory services, 3.8% for Phase |
clinic and 2.9% for discovery sciences. Top therapeutic areas by net revenue for the year ended December 31,
2007 were oncology, anti-infective/anti-viral, endocrine/metabolic, circulatory/cardiovascular and central ner-
vous system. For a detailed discussion of our revenue, margins, earnings and other financial results far the year
ended December 31, 2007, see "Results of Operations — Year Ended December 31, 2006 versus Year Ended
December 31, 2007" below.

Capital expenditures for the year ended December 31, 2007 totaled $95.0 million. These capital expenditures
were primarily for construction in progress for our new headquarters building in Wilmington, Nerth Caroling,
computer software and hardware, scientific equipment for our laboratory units and various building improve-
ments. We made these investments to support our growing businesses and to improve the efficiencies of our .
operations, For 2008, we expect to spend between 380 million and $90 million for capital expenditures, primar-
ily associated with facility expansions and improvements, as well as investments jn information technolagy and
new laboratory equipment. -

As‘ of December 31, 20b7, we had $502.4 million of cash, cash equivalents and short-term investments. In 2007,
we generated $226.7 million in cash from operations. The number of days’ revenue outstanding in accounts .
receivablewand unbilled services, net _of unearned income, also known as DSO, was 50.8 and 44.0 days as of
December 37, 2007 and 2006, respectively. DSO rose in 2007 due to ionger payment terms with some clients
and delayed billing milestones and a decrease in unearned income as a percentage of_ accounts receivable and
unbilled services at December 31, 2007 compared to December 31, 2006. Collection efficiency remains solid,
demonstrated by our aged accounts receivable less than 90 days which remain over 90% at December 31, 2007.
We plan to-continue to monitor DSO and the various factors that affect it. However, we expect DSO and
unbilled services will continue to fluctuate in the future debending on contract terms, the mix of contracts
performed within a quarter, the levels of investigator advances and unearned income, and our success in
collecting receivables. ’ .

~

In October 2007, we announced 6ur board of directors has amended the annual cash dividend policy to




y

increase the annual dividend rate from $0.12 to $b.40 per year, payabie quarterly at a rate. of $0.10 per share.
The new dividend rate was effective beginning in the fourth guarter 2007.

With regard to cur compound partnering arrangements, we saw significant progress in 2007, First, Johnson and
Johnson anhounced in early December that it filed a marketing authorization.application to regulatory authori-
ties in seven European countries under the decentralized filing procedure and that additiona! filings should
foilow in other regions. Second, Accentta advanced the SinuNase Phase Il program and announced that it com-
pleted enrollment in the Phase |l program and expects to anhounce top-line results in the first quarter of 2008.
Finally, the dipeptidyl peptidase, or DPP-4, program in type 2 diabetes with Takeda Pharmaceuticals continues
to progress. Takeda completed the Phase il trials for its lead DPP-4 inhibitor, alogliptin, and submitted the NDA
for this compound in late December 2007. Takeda also continues to advance the development for a second
DPP-4 inhibitor and a combination product with DPP-4 and Actos, Takeda's leading diabetes drug.

In early 2007, we exercu;ed an optron to Ilcense a statin compound from Ranbaxy Laboratories Ltd that we are
developing as a potential treatment for dyshpldemla a metabolic disorder often characterized by high choles-
terot levels. We are solely responsible, and will bear all costs and expenses, for the development, manufacture,
marketing and commercialization of the compound and licensed products. We filed the investigational new .

_ drug application, or IND, for the statin compeund in late March 2007. We completed a single ascending dose, '

first-in-human study for this statin in June 2007, and the compound was safe and well tolerated at all doses in
this trial. We also completed a first-in-patient study, and a drug-drug interaction study to evaluate the interac-
tion between our statin and gemfibrozil, a fibrate commeonly used to lower triglycerides. We ate currentty
conducting additional trials to further evaluate the safety and, efficacy of this statin. We have preliminary results
from the first part of a high dose comparator trial. These preliminary results suggest that our statin was well-
tolerated in the first part of this trial based on advefse event and clinical laboratory data and compared favor-
abiy to the comparator statins with respect to fipid Iowerlng The second part of the study is in progress and
“final results could vary materially from the prehmmary results. We anticipate having final fesults frem. this high
doee comparator study in the first quarter of 2008 and plan to decide upon a course of action related to this
statin program after evaluating the full and complete results from these trials.

These drug development collaborations allow us to leverage our resources and global drug development exper-
tise to create new opportunities for growth and to share the risks and potential rewards of drug development
with our collabrators. For a background discussion of our compound partnering arrangements, see “ltem 1.
Business — Cur Services — Our Discovery Sciences Group — Compound Collaboration Programs” in our annual
report on Form 10-K. We believe our compound partnering strategy uses our cash resources and drug develop-
ment expertise to drive mid- to long-term shareholder value. In 2008, we plan to continue advancing our exist-
ing collaboratlons and evaluate new potential strategies and opportunities in thls area,

-

NEW BUSINESS AUTHORIZATIONS AND BACKLOG

New business authorizations, which are sales of our services; are added to backlog when we enter into a
contract or letter of intent or receive a verbal commitment. Authorizations can vary significantly from quarter to
quarter and contracts generally have terms ranging from several months to several years. We recognize revenue
on these authorizations as services are performed. Our new authorizations for the years ended December 31,

'2005 2006 and 2007 were '$1.8 billion, $2.0 billion and $2.2 bl||l0n respectively.

Qur backlog consists of new busmess authonzahons far which the work has not started but is antlcmated to
begin in the future and contracts in process that have not been completed. As of December 31, 2007, the remain-
ing duration of the contracts in our backlog ranged from one to 106 months, with an average duration of 34.2
months. We expect the average duration of the contracts in our backlog to fluctuate from year to year in the
future, based on the contracts constituting our backlog at any given time. Amounts included in backlog represent
future revenue and exclude revenue that we have recognized. We adjust backlog on a monthly basis to account
for fluctuations in exchange rates. Qur backlog as of December 31, 2005, 2006 and 2007 was $1.8 billion, $2.2
billion and $2.7 billion, respectively. For various reasons discussed in “item 1. Business — Backldg" in our annual
report on Form 10-K, our backlog fnight never be recognized as revenue and is not necessarily a meaningful pre-

dictor of future performance. . . -

RESULTS OF OPERATIONS , -

Revenue Recognition

We record revenue from contracts other than time-and-material contracts, en a proportional performance basis
in cur Development and D|scovery Sciences segments To measure performance on a given date, we compare
direct costs through that date to estimated total direct costs to complete the contract. Direct costs relate
primarily to the amount of labor and labor related overhead costs for the dehvery of services, We believe this is
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- the best indicator of the performance of the contractual obligations. Changes in the estimated total direct costs
to complete a contract without a corresponding proportional change to the contract value resuit in.a cumula-
tive adjustment to the amount of revenue recognized in the period the change in estimate is determined. For
time-and-material contracts in both our Development and Discovery Sciences segments, we recognize revenue
as hours are worked, multiplied by the applicable hourly rate. For our Phase |, laboratory and biomarker busi-
nesses, we recognize revenue from unitized contracts as subjects.or samples are tested, multiplied by the
applicable unit price. We offer volume discounts to our large customers based on annual volume thresholds. We
record an estimate of the annual volume rebate as a reduction of revenue throughout the period based on the
estimated tota! rebate to be earned for the period. -

In connection with the management of clinical trials, we pay, on behalf of cur clients, fees to investigators and
test subjects as well as other out-of-pocket costs for items such as travel, printing, meetings and couriers. Qur
clients reimburse us for these costs. As required by Emerging Issues Task Force 01-14, amounts paid by us as a
principal for out-of-pocket costs are included in d|rect costs as reimbursable cut-of-pocket expenses and the
reimbursements we receive as a-principal are reported as reimbursed out-of-pocket revende., In our statements
of operations, we combine amount3 paid by us as an agent for out-of-pocket costs with the corresponding
reimbursements' or revéhue we receive as an agent. During the years ended December 31, 2005, 2006 and

__2007 fees paid to investigators and other fees we paid as an agent and the assocuated rermbursements were

approximatety $279.8 million, $292 6 million and $335.7 million, respectively.

Most of dur contracts can be term]nated by our clients either immediately or after a specified period following
notice. These contracts typically require the client to pay us the fees earned to date, the fees and exbenses to
wind down the 'study and, in some cases, a termination fee or some portion of the fees or profit that we could
have earned under the contract if it had not been terminated early. Therefore, revenue recognized prior to can-
cellation generally does not require a significant adjustment upon cancellation. If we determine-that a loss will
result from the performance of a contract, the eritire amount of the estirﬁated loss is chatged against income in
the period in which such determination is made.

N

The Discovery.Sciences segment also generates revenue from time to time in the_ form of milestone payments in
connection with Ircensmg of compounds. We only recognize milestone payments as revenue if the specified
milestone is achleved and accepted by the client, and continued performance of future research and develop-
ment services related to that milestone is not required.

Recording of Expenses
We generally record our operating expenses among the following categories:

s direct costs;

.

» research and development; - S
+ selling, general and administrative;

+ depreciation and amortization.

Direct costs consist of amounts necessary to carry out the revenue and earnings process, and include direct

labor and related benefit charges, other costs directly related to contracts, an allocation of facility and informa-

tion technology ¢ costs and relmbursable out-of-pocket expenses. Dlrect costs, as a percentage of net revenue,

tend to and are expected to fluctuate from one period to another as a result of changes in labor utilization and
- the mix of service offerings involved in the hundreds of studles being conducted during any period of time.

-

Research and development, or R&D, expenses consist primarily of patent expenses, labor and related benefit
charges associated with personnel performing internal research and development work, supplies associated
with this work, consulting services and an allocation of facility and information technology costs,

Selling, general and administrative, or 5G&A, expenses consist primarily of administrative payroll and related
benefit charges, sales, advertising and promotional expenses, recruiting and relocation expenses, training costs,
administrative travel, an allocation of facility and information technology costs, and costs related to operational
employees. performlng admlnlstratlve tasks.

We record depreciation expenses on a straight-line method, based on estimated useful lives of 40 years for bU|Id~
ings, five years for laboratory equipment, two to five years for software, computers and related equipment, and
five to ten-years for furniture and equipment except for aircrafts, which we depreciate over 30 years. We depreci-
ate leasehold improvements over the shorter of the life of the reievant lease or the useful life of the: smprovement
We depreC|ate property under capltal leases over the life of the lease or the service life, whichever is shorter. We
record amortization expenses on intangible assets on a straight-line method over the life of the lntanglple assets.
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Year Ended December 31, 2006 Versus Year Ended December 31, 2007

. numbers in tables in thousands. except per share data -

The following table sets forth amounts from our consohdated financial statements along with the doltar and
percentage change for the full year of 2006 compared to the full year of 2007

Year Ended December 31,

2006 ' 2007 $Inc{Decj % Inc (Dec)
Net revenue: ' )
Development ' $ 1,113,106 %1, 275 399 $ 162,293 14.6%
Discovery Sciences e 33,193 19,979 (13,214) (39.8)
Reimbursed out-cf-pockets . 101,383 119,087 7,704 17.5
Total net revenue . 1,247,682 1,414,465 166,783 13.4
Direct costs: - ’ .
Development - ' 559,819 641,902 82,083 147
Discovery St':iences v - ' 9,324 10,610 ©1,286 13.8
Reimbursable ot\Jt-of’pocket expenses | ' 1(.)1',383 ~ 119,087 17,704 17.5
Total direct costs : ) ' 670,526 771,599 101,073 . 15
Research-and development expenses - 5,406 19,238 713,832 ' 255.9
Selling, general and administrative expenses - 304,035 338,055 34,020 1.2
Depreciation and amortizaticn . 47,7.38 55592 7,854 : 16.5
Income from operations “. 219,977 = 229,981 10,004 45
Impairment of equity investment ' - (690) (690)  {100.0)
Interest and other income, net - 15,528 18,662 3,134 ., 20.2
Income before provision for income taxes 235,505 247,953 12,448 5.3
Provision for income taxes . 78,853 84,552 5,699 7.2
Net income ' . § 156452 § 163401 $ 6749 43
Net income per diluted share -~ $. 1.32 % 136 ¢ 0.04 3.0

" Total net revenue increased $166.8 million to $—1.4 billion in 2007 The increase in total net_rgve}:ue resulted pri:

marily from an increase in our Development segment revenue. The Development segment generated net reve-

nue of $1.3 billion, which accounted for 90.2% of total net revenue for 2007. The 14.6% increase in Development

net revenue was primarily attrlbutable to an increase in the level of Phase I1-1V services we provided in 2007 as
compared to 2006.

“The Discovery Sciences segment generated net revenue of $20.0 million in 2007, a decrease of $13.2 million

from 2006. The higher 2006 Discovery Sciences net revenue was mainly attributable to the $15.0 million mile-
stone payment we earned from Takeda in March 2006 as a result of the dosing of the twentieth patient in the
Phase Il trial for Takeda's lead DPP-4 inhibltor, alogliptin. Takeda completed the Phase Ill studies and submitted
the alogtiptin NDA to the FDA in late December 2007. .

Total direct costs increased $101.1 million to $771.6 million in 2007 primarily as the result of an increase in the
Development segment direct costs. Development segment direct costs increased $82.1 million to $641.9 million
in 2007. The primary reason for this was an increase in personnel costs of $63.6 million due to the addition of
approximately 800 new employees in our global Phase lI-IV division. The remaining increase in the develop- '
ment direct costs was primarily due to increased facility costs of $9.0 million as a result of our headcount
growth and an intrease in ¢ontract labor for clinical personne of $10.2 million. These increases in dlrect costs
were also attrlbutable to foreign currency fluctuation, as discussed below. -

R&D expenses |ncreased $13.8 million to $19.2 million in 2007, The increase in R&D exp‘ense was primarily due to

development costs associated with Ranbaxy statin we are developing as a potential treatment for dyslipidemia.
Woe are solely responsible for all costs and expenses for the development, manufacture, marketiﬁg and commer-
cialization of the compound and licensed products. As a result, we expect to incur additional R&D expenses in
futqre periods as we continue to advance the developrﬁent of this compound. We also plan to continue evaluat-
ing other compound partnering strategies and opportunities‘to drive mid- and Iong-te::m shareholder value.

. . ¢
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SG&A expens'es' increased $34.0 ;nillion to $3381 million in 2007. As a percentage of total net revenue, SG&A
expenses decreased to 23.9% in 2007 as compared to 24.4% in 2006 The increase in SG&A expenses in abso-
lute terms includes additional personnel costs of.$32.2 million due to hiring additional operations infrastructure

“and administrative personnel to support expandmg operahons and revenue growth. These increases in SG&A

expenses in 2007 were also attributable to forelgn currency fluctuations, as discussed below.

Depreciation and amortization expenses increased $7.9 million to $55.6 million in 2007. The increase was related

" to property and equipment we acquired to accommodate our growth. Capital expendjtures were $95.0 million

in 2007. Capital expenditures included $32.2 million for our new corporate headquarters building and related
parking facility in Wilmington, North Carolina, $26.3 million for computer software and hardware, $13.1 million
for additional scientific equipment for our laboratory units and $10.4 million related to leasehold improvements
at various sites. We expect depreciation to increase in 2008 as a result of substantial investments.over the past
couple years in information technology systems to support our globgl Phase I-1V business, ’

income from operations increased $10.0 million to $230.0 million in 2007. Income from operations in 2007 was
negatively impacted by approximately $10.9 million due to foreign currency fluctuation, primarily the weakening

“of the U.S. dollar relative to the pound sterlingl, euro and Brazitian real. Although these currency movements
- increased net revenue in the aggregate, the neégative impact on inceme from operations is atfributable to

dollar-denominated contracts for services rendered in countries other than the United States. In these cases,
revehue is not impacted by the weakening of the U.S. dollar, but the costs associated with performing these
contracts and maintaining the foreign_infrastructure, which are paid in local currency, increase when translated
to U.S. dollars, resulting in lower operating profits. In addition, it is important to note that income from opera-
tions in 2006 .included a $15.0 million milestone payment from Takeda under the DPP-4 collaboration agreement.

Interest and other income, net increased $3.1 million to $18.7 million in 2067. This was due primarily to increased
interest income due to a 20.6% increase in our average cash, cash equivalents and short-term investment
balance in 2007 compared to 2006.

Qur provision for income taxes. increased $5.7 million to $84.6 million in"2007. Gur effective income tax rate for
2006 was-33.5% compared to 34.1% for 2007. The effective tax rate for 2007 was positively impacted by the
settlement of tax audits and closing of certain statutory {imitations. The effective tax rate for 2006 was posi-
tively impacted by 1.8% as a result of the recognition of benefit for state economic development tax credits as
well as a decrease in liabilities for tax contingencies and a decrease in the valuation allowance due to the
closing of certain state tax statutes and audits. The remaining difference in our effective tax rates for 2007
compared to 2006 is due to an increase in nontaxable income from cash investments and the change in the
geographic distribution of our pretax earnings among locations with varying tax rates.

Net income of $163.4 million in 2007 represents an increase of 4.3% from $156.7 million in 2006. Net income
per diluted share of $1.36 in 2007 represents a 3.0% increase from $1.32 net income per diluted share in 2006.
Earnings per diluted share for 2006 included $0.08 per diluted share related to the $15.0 million milestone
payment from Takeda under our DPP-4 collaboration agreement. ) i '




Year Ended December 31,2005 versus Year Ended December 31, 20006

nurnbers in tables in thousands, except per'Share cata

The following table sets forth amounts from cur consolidated financial statements along with the doilar and
- percentage change for the fuil year of 2005 compared to the full year of 2006,

Year Ended December 37, - ’
i 2005 ' 2006 $Inc{Dec) % Inc(Dec)
Net revenue: . .
Development | § 921,802 $ 1,113,106 § 191,304 20.8%
Discovery Science§ 40,214 33,193 {7.021) : {(17.5)
Reimbursed out-of-pockets. 75,074 101,383 24,309 35.0
Total net revenue . 1,037,090 1,247,682 210,592 T 203
Direct costs: '
Development : . 467,001 559,819 92,818 " 199
Discovery Sciences ) : . 8,428 9,324 - B9 10.6
Reimbursable out-of-pocket expenses . 75,074 101,383 26,309 350
Total direct costs . 550,503 670,526 120,023, 21.8
Research and development expenses ’ 23,370 5,406 (17,264) (76.9)
Selling, generat and administrative expenses - 251,415 304,035 ,- 52,620 . L 209
Depreciation and amertization . - 40,250 47,738 7.488 18.6
Gain on exchange of assets ' - (5,144) ) - 5,144 100.0
. Income from operations 176,696 219,977 43,281 245
Impairment of equity investments - (5,928) - 5,?28l 100.0
Interest and other in.corne, net - 9,035 15,528 4,493 719 .
Income before provision for income taxes 179.803 235505 55702 31.0
Provisian for income taxes ™ 59,906 78,853 18,947 31.6
Net income $ 119897 § 156,652 &% 36,755 307 ‘
Net income per diluted share - . $ 103 % 132 % 0.29 28.2

Jotal net revenue increased $210.6 million to $1.2 billion in 2006. The increase in total net revenue resulted pri-
marily from an increase in our Development segment revenue. The Development segment generated pet reve-

* - nue of $1.1 billion, which accounted for 89.2% of total net revenue for 2006 The 20.8% increase in Development

net revenue was primarily attributable to an increase in the tevel of grobal CRO Phase H-1V services we prowded
in 20086 as compared to 2005.

The Discovery Sciences segment generated net revenue of $33.2 million in 2006, a-decrease of $7.0 million
from ‘:,2005. Thé_ higher 2005 Discovery Sciences net revenue was mainly attributable to the $10.0 million mite-
stane payment from ALZA Corporation we received in 2005 for the filing of the dapoxetine NDA. This was
partially offset by increased revenue generated by our preclinical oncology division in 2006 as compared to
2005. We received a $15.0 million mitestone payment from Takeda in connection with the DPP-4 collaboration
in both 2005 and 2006. ~ )

Total direct costs increased $120.0 millien to $670.5 million in 2006 prirarily as the result of an increase in the
Development segment -direct costs. Development direct costs increased $92.8 million to $559.8 million in 2006.
The primary reason for this was an increase in personnel costs of $80.8 million due to over 1,000 additional
émployees in our global Phase ll-1V division. The remaining increase in the Development direct costs is primarily
due to increased facility costs of $11.2 million related to the increase in personnel,

R&D expenses decreased $18.0 million to $5.4 million in 2006. R&D expenses decreased primarily as a result pf

_decreased spending in connection with the DPP-4 program, which was transferred to Takeda. Under the DPP-4
agreement with Takeda that we entered into in July 2005, Takeda assumed the obligation fo fund all future
development and commercialization costs of the DPP-4 inhibjtor program.
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SG&A expenses increased $52.6 million to $304.0 million in 2006. Asa percéntage of total net revenue, SG&A
expenses increased slightly to 24.4% in 2006 as compared to 24.2% in 2005. The increase in S(.}&A.expensés
includes additicnal personnel costs 6f $40.7 million. The increase in personnel costs related mainly to an
increased level of new hires of both operations infrastructure and administrative personnel to support expand-
ing operations and revenue growth. The ingrease in §G&A costs also includes an additional $3.2 million related
to additional provisions for bad debt expense. In addition, SG&A costs include an increase of $2.0 million in
accounting and legal fees. '

Depreciation and amo‘rtization expense increased $7.5 million to $47.7 million in 2006. The increaseg was related
to property and equipment we acquired to accommodate our growth, a significant portion of which related to
information technology investments we made in 2005. Capital expenditures were $148.0 million in 2006. Capital .
expenditures included $73.5 million for our new corporate headguarters building and related parknng facility in
Wilmington, North Carolina, $23.4 miillion for computer software and hardware, $16. million related "to leasehold
improvements at various sites, $8.9 million for add[t|onal scientific equipment fpr our Phase | and laboratory.
units and $8.7 million for our new building in Scotland.

Income from operations increased $43.3 million to $220.0 million in 2006. As a percentage of net revenue,
income from operatidné increased from 17.0% in 2005 to 17.6% in 2006. Income from operations ‘in 2006 included
a significant decrease in R&D expenses as discussed above. Income from operations in 2006 was negatively
impacted by approximately $3.3 million due to foreign currency fluctuation, primarily the weakening of the U.S.
dollar relative to the pound _sterling, eurc and Braiilian real. Income from operations in 2005 included a $5.1 mil-
lion gain on exchange of assets associated with the acquisition of SurroMed's biomarker business. Income from
operations in 2005 also included a $10.0 million milestone payment related to the filing of the dapoxetine NDA.

- During 2005, we recorded charges to earnings—for other-thap-temporary declines in the fair market value of our
cost basis investments of $5.9 million, which included $1.6 million related to the outstanding balance of a
revolving line of credit that was guaranteed by us, and our marketable equify securities of $0.3 million. The
write-downs were due to a business failure, current fair market values, historical and projected performance and
liquidity needs of the investees. -

Interest and other i mcome. net increased $6.5 millien to $15. 5 million in 2006. This was due primarily to
increased interest income due to higher interest rates and a 28.2% increase in our average cash, cash equwalents
and short-term investment batance,

Our provision for income taxes increased $18.9 million to $78.9 million in 2006. Our effective income tax rate
for 2005 was 33.3% compared to 33.5% for 2006. The effective tax rate for 2006 was positively impacted by
1.8% b)} the recognition of benefit for state economic development tax credits as well as a decrease in liabilities
for tax contingencies and a decrease in the valuation allowance due to the closing of certain state tax statutes
and audits. The effective tax rate for 2005 was positively impacted by a $6,.2.million reduction in our valuation
allowance provided fof the deferred tax asset refating to capital loss carryforwards. The reduction was a result,
of the utilization of capital loss carryforwards that previously had a valuation allowance recorded against them
as well as récognition of capital ‘gains for dapoxetine NDA milestone payment received in the first quarter of
2005 and the $15.0 million up-front payment received from Takeda during the third quarter of 2005 with
respect to the DPP-4 program. This reduction in the valuation allowance decreased the effectlve tax rate in
2005 by 3.5%. The remaining difference in our effective tax rates.for 2006 compared to 2005 is due to the tax
on the repatriation of foreign earnings in 2005 and the change in the geographic distribution of our pretax
earnings among Iocat_ions with varying tax rates. )

. Net income of $156.7 million in 2006 represents an intrease of 30.7% from $119.9 million in 2005. Net income
per diluted share of $1.32 in 2006 represents a 28.2% increase from $1.03 net income per diluted share in 2005.
Net.income per diluted share for 2005 included $0.03 per diluted share for the gain_on exchange of assets
associated-with the acquisition of SurroMed’s biomarker busmess WhICh was offset by $0.03 per d|luted share

* for impairment of equuty investments. :
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LIGUIDITY AND CAPITAL RESOURCES

numbers in tables in thousands -

As of December 31, 2007, we had $171.4 million of cash and cash equivalents and $331.0 miltion of short-term
investments. Cur cash and cash equivalents and short-term investments are invested in financial instruments
that are rated A or better by Standard and Poor's or Moody’s and earn interest at ma\rket rates. Our expected
-primary cash needs on both a st)ort'- and long-term basis are for capital expenditures, expahsion of services, .
possible acquisit'ions investments and compound partnering collaborations, geographic expansion, dividends,
working capital and other general corporate purposes. We have hrstorlcaily funded our operaticons, dividends
and growth, including acquisitions, primarily with cash flow from operatlons

We held approximétely $209.5 million in tax-exempt auction rate secufities at December 31, 2007. We do not ' -
believe that these investments have been impaired as a result of the recent sub-prime mortgage market crisis.
Our investments in auction rate securities’ consist principally of interests in government guaranteed student
loans and insured and uninsured municipal debt obligations. None of the auction rate securities in our portfolio
were asset or mortgage-backed, and as of December 31, 2007 there had beeh no failed auctions for securities
we held. During February 2008, a significant number of auction rate securities auctions began to fail, including
auctions for approximatély $123.3 million of securities held by us as of February 22, 2008. As a rasult of these
failed auctions or future failed auctions, we may not be able to liquidate these securities until a future auction is
successful, the issuer redeems the outstanding securities or the securities mature. If we determine that an issuer
of the securities is unable to’successfully close future auctions or redeem or refinance the obligations, we might
have to reclassify the investments from a current asset to a non-current asset. If an issuer’s financial stability or
credit rating deter:orates or adverse developmernits occlr in the bond insurance market, we might be requ|red

to adjust the carrying value of our auction rate securities through a future impairment tharge. We have
‘evaluated the market condltlons andhcredit worthiness of the issuers of our auction rate securities and have _
determlned that there have been no decreases in markét value. We will continue to monitor the market and

take actions to Ilmlt our exposure to auction rate securities.

In 2007, our operatlng activities provided $226.7 million in cash as compared to $187.4 mitlion for the same
period last year. The change in cash flow was due primarily to a $6:7 million increase in net income and adjust-
ments to remove the effects™of (i) n'on_cash items whose cash effects are investing or financing activities total-
ing $8.1 million {(most significantly, depreciation and amortization) and (ii) deferrals of past, and accruals of
expected future, operating cash receipts and payments totaling $24.5 million. The change in adjustments for _
accruals of expected future operanng cash receipts and payments include; accounts recewable and unbilled
services of $29.4 million; accrued and deferréd income taxes of $2.8 million: payables to investigators of $17.0 ‘ _
million; and accounts payable, other accrued expenses and deferred rent of $7.9 miflion. The change in adjust-
ments for deferrals of past operating cash receipts and payments include: prepaid expenses and investigator
advances of $(10.6) million; other assets of $(3.3) million; and unearned income of $(18. 6) million. Fluctuations

in receivables and unearned income occur on a regular basis as we perform services, achieve milestones or '
other billing criteria, send invoices to clients and collect outstanding accounts reéeive_able. Such activity varies by
individual client and contract. We attempt to negotiate payment terms which pravide for payment of services
prior ta or within close proximity to the provision of serwces but the levels of unbilled services and unearneci
revenue can vary.significantly.

In 2007, we used $171.9 million in cash related to investing activities. We used cash to purchase available-for-
sale investments of $550.0 million, make capital expenditures of $95.0 million and purchase other investments
"_of $2.8 million. These amounts were partially offset by maturities and sales-of available- for sale investments of
$473.3 million, proceeds from our investments of $1.0 mllhon and proceeds from the sale of property and equip-
ment of $1.6 million prlmarlly related to the sale of our building in Scotland. Dur capital expenditures in 2007
primarily consisted of $32.2 million for our new corporate headquarters building, $26.3 million_ for computer
software and hardware, $13.] million for additional scientific equipment for‘our laboratory units, $10.4 million
related to leasehold improvements at vanous sites. We expect our capital expenditures in 2008 will be approm-

|_

mately $80.0 million to $90.0 million; pnmarily associated with facility expansions and mprovements as well as ' g '
investments in information technology and new laboratory equipment. - &
. - ' © . ' s
In 2007, we used $64.9 million of cash in financing activities. We paid $74.8 million to retire the construction . 4
loan for our new headquarters buﬂdmg and paid dividends of $22.6 million. These amounts were partially offset g
by $27.9 million in proceeds from stock option exercises and purchases under our employee stock purchase rd
plan and $4.9 million in income tax benefits from the exercise of stock options and disqualifying dlsp05|t|ons f:
of stock. In addition, we borrowed and subsequently repaid $25 0 million under our revolving credit facmty in ™~
connection with the construction of our new headquarters buuldlng 8
(o]
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The following table sets forth amounts from our Eonsolidated balance sheet affecting our working capital along
with the dollar amount of the change from 2006 to 2007, - '

Year Ended December 31,
: : 2006 2007 $ Inc (Dec)
Current assets )
Cash and cash equivalents . $ 179795 $ 171,427 ‘ 3 (8,368)
Short-term investments ' 255876 330,957 75,081
. Accounts receivable and unbilled services, net 408,917 481,477 72,560
Incomne tax receivable 7 ) 510 - 517 ) 7
Investigator advances l . A 13,490 15,318 1,828
Prepaid expenses and other current assets - 36,495 49,835 13,340
Deferred tax assets T 13,119 23,682 ) 10,563
Total current assets T - . 1§ 908,202 $1,073,213 5 165011
Current liabilities ' '
Accounts payable 2 s 15235 $ 24,984 § 9,7‘49
Payables to investigators ) - : - 43717 58,952 15,235
Accrued income taxes S ' - 16560 16,182 (378)
Other accrued expenses _ 149,027 167,235 18,208
Deferred tax liabilities _ . 86 ’ (H 15
Uneamed income - o o 195707 205,779 10,072
Current maturities of long-term debt and capital lease cbligations 75,159 . - (75,159)
Total current liabilities o - ) § 495491 $ 473,233 % (22,258)
Working capital . _ ' $ 412711 § 599,980 § 187,269

Working capital as of December 31, 2007 was $600.0 million, compared to $412.7 million at December 31, 2006.
The increase in working capital was due primarily to the increase in short-term investments and accounts
receivable and unbilled services and decreases in current maturities of debt as a result of the repayment of the
loan for the construction of our new corporate headquarters building. These increases in working capital were
partially offset by iqcreases in accounts payable, payables to investigators, other accrued expenses and
unearned income, ' | ’

The number of days’ revenue outstanding in accounts receivable and unbilled services, net of unearned income,
also known as D$O, increased to 50.8 days for the year ended December 31, 2007 from 44.0 days for the year _
ended December 31, 2006. We calculate DSO by dividing accounts receivable and unbilled services less
unearned income by average daily gross revenue for the applicable period. Accounts receivable, net of allow-
ance for doubtful accounts, as of December 31, 2007 were $295.4 million. While DSO increased in part due to
the increase in accounts receivable, 87.8% of our accounts receivable balance as of December 31, 2007 was less
than 60 days old. Unearned income as of December 31, 2007 was $205.8 million, which represented 42.7% of
our accounts receivabie and unbilled services balance, This percentage has decreased from December 31, 2006
when our unearned income of $195.7 million represented 47.9% of our.accounts receivable and unbilled services
balance ThIS decrease in unearned income as a percentage of receivables and unbilled services caused DSO to
increase. DSO also rose in 2007 due to longer payment terms with some ¢lients and delayed billing milestones.
We expect DSO will continue to fluctuate in the future depending on-contract terms, the mix of contracts per-
formed within a quarter, the levels of investigator advances'and unearned income, and our success in col|ectmg
receivables. :

We maintain a defined benefit pension plan for certain employees and former employees in the United
'Kingdorn This pension plan was-closed to new participants as of December 31, 2002. The projected benefit
obligation for the benefit plan at December 31, 2006 and December 31, 2007, as determmed in ascordance with
SFAS No. 87, "Employers Accounting for Pensions”, was $51.8 million and $571 million, respectively, and the
value of the plan assets was $40.9 m|II|on and $47.3 million, respectively, As a result, the ptan was under-funded
by $10.8 million in 2006 and by $9.8 million in 2007, respectively. The amount of contributions to the plan for
the years ended December 31, 2006 and 2007 were $3.2 million and $2.5 million, respectively. It is likely that
the amount of our contributions to the plan could increase in future years. We expect the pension cost to be




recognized in our financial statements will increase slightly from t-he $2.0 millien in"2007 to approximately $2.1
million in 2008 The expense to be recognized in future periods could increase or decrease depending upon the
change in the fair market value of the plan assets and changes in the projected benefit obligation.

A decrease in the market value of ptan assets and/or declines in interest rates, bath of which seem possibta in
light of general economic conditions in early 2008, are likely to cause the amount of the' under-funded status to
increase. After completion of the actuarial valuations in 2008, we could be required to record an additional
reduc‘tion to shareholders' equity. In connection with the plan, we recorded an increase to shareholders’ equity
in 2006 of $2.8 million, offset by a decrease of $3.3 million due to the adoption of SFAS Ne. 158 in 2006 and

an increase to shareholders' equity in 2007 of $0.5 million. Given the impact that the discount rate and stock
market performance have on the projected benefit obligation and market value of plan assets, future changes in
either one of these factors could 5|gn|f|cantly reduce or increase the amount of our pension plan under-funding.

Effective July 1, 2007, we renewed our $50.0 million revolvmg credit facility with Bank of America, N.A.
Indebtedness under the facility is unsecured and subject to covenants relating to financial ratios and restrictions
on certain types of transactions. This revolving credit facility does not expressly restrict or limit the payment of
- dividends. We were in compliance with all loan covenants as of December 31, 2007. Cutstanding borrowings
under the facility bear interest at an annual fluctuating rate equal to the one-month London Interbank Offered
Rate, or LIBOR, plus a margin of 0.6%. Borrowings under this ¢redit facility are available to provide working
capital and for general corporate purposes. This credit facility is currently scheduled to expire in June 2008,
at which time any outstanding balance will be due. As of Decernber 31, 2007, no borrowings were outstanding
under this credit facility, although the aggregate amount available for borrowing had been reduced by $1.8
miltion due to outstanding letters of credit issued uhder this facility.

\

in February 2006, we entered into an $80.0 million construction loan facility with Bank of America, N.A,
Borrowings under this credit facility were used to finance the construction of our new corporate headquarters
building and related parking facility in Wilmington, North Carolina, and bore interest at an annual fluctuating
rate equal to the one-month LIBOR plus a margin of 0.6%. This credit facility was scheduled to mature in
February 2008, but in May 2007 we repaid all outstandmg borrowings under this faC|I|ty totallng $74.8 million.

On October 3, 2005, our Board of Directors adopted a cash dividend pollcy. We paid the first quarterly cash
dividend under our dividend policy in the fourth quarter of 2005, and in each of the first three quarters of
2006, we paid a simitar dividend of $0.025 per share. In October 2006, our Board of Directors amended.the
annual cash dividend policy to increase the annual dividend rate by 20%, from $0.10 to $012 per share, payable
guarterty at a rate of $0.03 per share. This dividend rate was effective beginning in the fourth quarter of 2006.
In October 2007, our Board of Directors further amended the annuat cash dividend policy to increase the annual
dividend rate from $0.12 to $0.40 per share, payable guarterly at a rate of $0.10 per share. The new dividend
rate was effective beginning in the fourth quarter of 2007. The cash dividend policy and the payment of future
quarterly cash dividends under that policy are not quaranteed and are subject to the discretion of and contlnu-
ing determination by our Board of Directors that the policy remams in the best interests of our shareholders .
and in compliance W|th applicable laws and agreements.

In February 2008, we anncounced our plan to begin a stock repurchase program whereby up to $350 million

of our common stock may be purchased from time to time in the open market. We decided to initiate a share
repurchase program in view of the current price at which stock is trading, the strength of our balance sheet

and our ability to generate cash, as well as to minimize earnings dilution from future équity compensation
awards. We expect to finance the share repurchases from existing cash on hand and cash generated from future
operations. -

We have commitments to invest up to an aggregate additional $23.4 million in four venture capital funds, For
further details, see Note 6 in the Notes to Consolidated Financial Statements.

We adopted the provisions of FASB Interpretation No. 48, “Accountlng for Uncertainty in iIncome Taxes — an
interpretation of FASB Statement No. 109", or FIN 48, as of January 1, 2007, As of December 31, 2006, we had
recorded a contingent tax liability of $9.1' million. As a result of the implementation of FIN 48, we reclassified

~ $8.2 million of this liability to non-current liabilities and recognized an increase in this non-current liabitity of
$22.7 miltion. This increase was accounted for asa$55 million decrease-in retained earnjngs. a $15.9 million
increase in deferred tax assets, and a $1.3 million increase in long-term assets as of January 1, 2007

We had gross unrecognized tax benefits of approximately $28.0 million as of January 1, 2007. Ofthis total, $1i.6
million, net of the federal benefit on state taxes, is the amount that. if recognized, would result in a reduction of
our effective tax rate. As of December 31, 2007, the total gross unrecognized tax benefits were $23.8 miltion

_ and of this total, $9.3 miltioh is the amount that, if recognized, would reduce our effective tax rate. We do not
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. of audits and the expiration of statute of limitations within the next 12 months.

- -

anticipate a significant change in totat unrecognized tax benefits or our effective tax rate due to the s;ettlement

Our policy for recording interest and penalties associated with tax audits is to record such items as a component
of provision for income taxes. In conjunction with the adoption of FIN 48, we recognized approximatety $3.0 mil-
lion for the payment of interest and approximately $1.0 million for the payment of penalties at January 1, 2007.

i During 2007, the amount of interest and penalties recorded -as expense to the income statement was $2.0 million

and $0.4 million respectively, As of December 3%, 2007, $4.1 million of interest was accrued and $1.3 million was
recognized for penalties. To the extent interest and penaltles are not assessed with respect to uncertain tax posi-
tions, amounts accrued will be reduced and reflected as a reduction of thé overall income tax provision.

-

We analyzed filing positions in ali of the significant federal, state and foreign Junsdrctlons where we are required
to file income tax returns, as well as open tax years in these Junsdlct|ons .The only periods subject to exam:na—

tion by the major tax jurisdictions where we do business are the 2004 through 2007 tax years. Various. foreign

and state income tax returhs are under examination by taxing duthorities. We do not believe that the outcome,
of any eéxamination will have a material impact on our financial condition or results of operations.

We have begn involved in compound development and cornmercialization collaborations since 1997, _We devel- .-
oped a risk-sharing research and development rhodel to help pharmaceutical and biotechnelogy clients develop

" compounds. Through collaboratlve arrangements based on this model, we assist our clients by.sharing the risks

and potentlal rewards assouated with the development and commercialization of drugs at various stages of
development. We currently have four such arrangements that involve the potential future receipt of one or
more of the following forms of revenue: payments upon the achievement of specified development and regula-
tory milestones; royalty payments if the compound is approved for sale; sates- based milestone payments; and a
share of net sales up to a specified dollar limit. The compounds.that are the subject of these collaborations are
either still in development or are awaiting regulatory approvals in certain countries. None of the compounds
have been approved for sale in any country in the world. As a result of the risks associated with drug develop-
ment, incldding poor or unex'pected clinical trial results and obtaining regulatory approval to sell in any country,
the receipt of any further milestone payments, royalties or other payment;s with respect to any of our drug
development collaborations is uncertain. ' :

As of December 31, 2007, we had two collaborations that involved future expenditures. The first is the collabo—
ration with-ALZA Corporation, subsequently acquired.by.Johnson and Johnson, for dapoxetine. In connectlon
with this collaboration, we have an obligation to pay a rayalty to Eli Lilly and Company of 5% on annual net
sales of the compound in excess of $800 million. Johnson and Johnson received a "not approvable"_letter from

. the EDA in October 2005, but continued its global development program. In December 2007, Johnson and?

Johnson submitted a marketing authorization application for dapoxetine to regulatory authotities in seven
countries in the European Union. Although th'is regulatory application has been submitted, we do not know if or
when Johnson and Johnson will obtain regulatory approval for dapoxetine in these countries. We also do not
know if or when Johnson and Johnson will submit an application for or obtain regulatory approval for dapox-
etine in the United States or any other country. - <,

The second cdllaboratlon invalving future expenditures is with Ranbaxy Laboratories Ltd. In Februar‘y 2007, we
exercised an option to license from Ranbaxy a statin compound that we are developmg as a potent|al treatment
for dyslipidemia, a metabolic disorder often characterized by hlgh cholesterol levels. Upon exercise of the
option, we paid a one-time license fee of $0.25 ml||l0n Under the agreement, we have an exclusive |Icense\t0
make, use, sell, import and sublicense the compound and any licensed product anywhere in the world for any
human use. Ranbaxy retained a non- -exclusive right to’co- market licensed products in India and generic equiva- -
lents in any countiy in the world in which a third party has sold the generlc equivalent of.a licensed product.
We are solely responsible, and,will bear all costs and expenses, for the development manufacture, marketing
and commercmalrzatlon of the compound and licensed products. In addition to the one-time license fee, we are
obligated to pay Ranbaxy milestone payments upon the occurrence of speafled clinical development events. If
a licensed product is approved for sale, we must also pay Ranbaxy royalties Based on sales of the product, as
well as commercial milestone payments based on the achievement of specified worldwide sales targets. If all
criteria are met, the total amount of potential clinical and sales-based milestones would be $44.0 million. We
filed the investigational new-drug application, or IND, for the statin compeund in late March 2007. We completed
a single ascending dose, first-in- human study for this statin in July 2007, and the compound was safe and well
tolerated at all doses in this triatl. We also completed a first-in-patient study, and a drug-drug mteractron study
to evaluate the interaction between our statin and gemfibrozil, a fibrate commonly used to lower trlglycendes
We are currently conducting additional trials to further evaluate the safety and efficacy of this statin. We have
preliminary results from the first part of a high dose comparator trial. These preliminary r_e_sults suggest that our




statin was well-tolerated in the first part of this trial based on adverse evént and clinical laboratory data and
compared favorably to the comparator statins with respect te lipid lowering. The second part.of the study is in
progress and final results could vary materially from the preliminary resuits. We anticipate having final results
from this high dose comparator study in the first quarter of 2008 and plan to decide upon a course of. action
related to this statin program after evaluating the full and complete results from th‘ese trials.

In September 2007, we entered into a contract with a client to construct a laboratory within a leased building, -
to supply laboratory e&uipment and to provide specified Iaboratory services. The client has agreed to reimburse
us for the costs of construction of the laboratory and related equipment. We expect these costs will be approxu—
mately $5.5 million and that construction will be completed in mid-2008.

Under most of our agreements for Development services, we typically agree to indemnify and defend the spon-
sor against third-party claims based on our negligence or willful misconduct. Any successful ctaims could have
a material adverse effect 6n our financial condrt'.on results of operations and future prospects.

We expect to continue expanding our aperations through internal growth, strategic acquisitions and investments.
For example, we announced in February 2008, that we had entered into an agreement to acquire InnoPharm
Ltd., an independent contract research organizatiéon. We expect to fund these activities and the payment of.
future cash dividends from existing cash, cash flows from operations énd. if necessary or appropriate, borrow-
ings under our existing or future credit facilities. We believe that these sources of liquidity will be sufficient to
fund our operations and dividends for the foreseeable future. From time to time, we evaluate potential acquisi-
tions, investments and other growth and strategic opportunities that might require additional external financing,
and we might seek funds from public or private issuances of equity or debt securities. While we betieve we -
have sufficient liquidity to fund our operatiens for the foreseeable future, our sources of liquidity and ability to
pay dividends could be affected by our dependence on a small number of industries and clients; compliance

" with regulations; reliance on key personnel; breach of contract, personal injury or other tort claims; international
risks;"environmental or intellectual property claims; or other factors described under “Item 1A, Risk Factors” in
our annual report on Form 10-K, under the subheadings “Contractual Obligations”, “Critical Accounting Policies ,
- and Estimates”, “Potential Liability and Insurance”, “Potential Volatility of Quarterly Operating Results and Stock
Price” and “Quantitative and Gualitative Disclosures about Market Risk™.

CONTRACTUAL OBLIGATIONS : ' .
numbers in tables in thousands . . .

As of December 31, 2007, future minimum payments for all contractual obligations for years subsequent to
December 31, 2007 are as follows: . . - .

ta

2009- 2011- 2013 and
. 2008 2010 2012 thereafter Total
Operating leases T - $ 47813 § 77145 § 53,667 $ 65516 § 244,141
Less: sublease income 2,350 (4,793) (3,537) (3,575) (14,255)

Total $ 45463 5 72,352 & 50,130 $& 61,941 '§ 229,885

[y

Woe are a limited partner in four venture capital funds and have committed to invest up to an aggregate addi- '
tional $23.8 million in these funds. We anticipate that our aggregate investment in these funds will be made
through a series of future capital calls over the next several years. We also have a long-term liability on our bal-
ance sheet regarding the underfunding of our UK. bension plan in the amount*of $9.8 million. We do not know
if or when this will be funded because this liability will change based on the performance of the investments of
the plan and changes in_ the benefit obligations. Also, in February 2007, we ekercised'an option to license a
statin comipound from Ranbaxy Laboratories Ltd. which we intend to develop-as a treatment for dyslipidemia.
We are sotely rasponsible, and will bear all costs and expenses, for the development, manufacture, marketing
and commercialization of the compound and licensed products. We are also obligated to pay Ranbax;} mile-
stone payments upon the occurrence of specified clinical development events. If a licensed product is approved
for sale, we must also pay Ranbaxy royalties based on sales of such product and commercial milestone pay-
ments based_on the achievement of specified worldwide sales targets. If all criteria are met, the total amount of
potential clinical and sales-based milestones over 'the development and commercializaticn period would be
$44.0 million. Lastly, we have a liability of unrecognized tax benefits of approximately $23.8 million. We esti-

. mate that less than $0. million W|II be paid in the next 12 months. We are unable to reasonably estlmate the
amount or timing of payments for the remainder of the liability.

’

~ . .
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OFF-BALANCE SHEET ARRANGEMENTS

From time to time, we cause letters of credit fo be issued to provide credit support for guarantees, contractual
commitments and insurance policies. The fair values of the letters of credit reflect the amount of the un'derlying
obligation and are subject to fees competltlvely determined in the rnarketplace As of December 31, 2007, we
had four letters of credit outstanding for a total of $1.8 million.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the

United States of America requires management to make estimates and assumptlons that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial -
statements and the reported amounts of revenues and expenses during the reporting period, Actual results

could differ materially from those estimates. We believe that the following are the primary areas in which

management must make significant judgments in applying our accounting poelicies to determine our financial

cgndition and results of operations. We have discussed the application of these critical accounting policies with

the Finance and Audit Committee of our Board of Directors.

Revenue Recognition

The majority of our Development segment re‘renues are recorded on a proportional performance basis. To
medsure performance on a given date, we compare direct costs through that date to estimated total direct costs
to complete the contract. Direct costs relate primarily to the amount of labor and labor related overhead costs
related to the delivery of services, We believe this is the best indicator of .thga performance of the contrqctual
obligations. ’

’ .o .

Our contracts are generally based on a fixed fee or unitized pricing model and have a duration of a few months
to ten years. The contract value for a fixed fee contract equals the agreed upon aggregate amount of the fixed
fees. We measure the contract'value for unitized pricing models using the estimated units (number of patients to
be dosed or study sites to be initiated, for example) to be completed-and the agreed upon unit prices. As part of
the client proposal and contract negofiation process, we develop a detailed project budget for the direct costs |
to be'expended based on the scope of the work, the complexity of the ‘study, the geographic {ocations involved
and our historical experience.'We then establish the individual contract priciné based on our internal pricing :
guidelines, discount agreements. if any, and negotiations with the client. .

Contracts with the same customer generally are not linked, although some Iarge customers enter into annual

or multi-year pricing agreements, which_generally prowde for specified discounts with periodic rate increases

or other prlce adjustment mechanisms. We negotiate prtcmg for each project individually, based on the scope

of the work, and any discounts and rate increases are reflected W|thm the contract for the project. Other large
customers negotiate rebates based on the volume of services purchased. These agreements are generally

negotiated at the beginning of each year and require a one-time rebate in the following year based upon' the

volume of services purchased or recognized during the relevant year. We record an estimate of the annual

volume rebate as a reduction of revenues throughoui‘the period based on the estimated total rebate to be .
earned for the period.

Generally, payment terms are based on the passage of time, the monthly completion of units or non-contingent
project milestones that represent progression of the project plarf, such as contract signing, site initiation and
database lock. The timing of pa-yments can vary significantly. We attempt to negotiate payment terms which
provide for payment of services prior to or within close proximity to the provision of services, but the levels of
unbilled services and unearned revenue can vary significantly. ' !

Most of our contracts can be terminated by the client either immaediately or after a specified period following

" notice. These contracts typically require the client to pay us the expenses to wind down the study, fees earned

to date and, in some cases, a termination fee or some portion of the fees or profit that we could have earned
under the contract if it had not been terminated early. Therefore, revenue recognized prior to cancellation-
generally does not_require a significant adjustment upon cancellation, , -

Each manth we accumulate direct costs on each project and compare them to the total current estimated -
direct costs to complete the project in order to determine the percentage-of-completion. We then multiply this




r

percentage by the contract value to determine the amount of revenue that can bé recognized. This process
mctudes a review of, among other things: .

* a comparison of direct costs incurred in the current month against the budgeted direct costs fpr the month;

* detailed discussions with the operatio_nal project teams relating to the status of the_proiect, including the raie
* of enroliment, the ability to complete individual tasks in the time-frame allotted, the anticipated total units to
be achieved and potential changes to the project scope:;

« a comparison of the fees invoiced and collected compared to revenue recognized;
* experience on projects recently completed or currently running; and - ' -

* specific client and industry changes.

As a result of this review, we might determine that our previous estimates of contract value or direct costs need to
be revised based upon the new information. Changes in the scope of work generally results in the negotiation of

- contract modifications to increase ordecrease the contract value along with an associated increase or decrease

in the estimated total direct costs to complete. If a contract medification is not agréed to, we could bear the risk
of cast,overruns. Contract values and modifications to contract values are only included in the calculation of rev-
enue when we believe that realization is reasonably assured and we have appropriate evidence of arrangement.

If we determine that a loss will result from the performance of a contract, the entire amount of the estimated
loss is charged against income in the period in which such determination is made. The payment terms for our
contracts do not necessarily coincide with the recognition of revenue. We record unbilled services for revenue
recognized to date that are not then billable under the retevant customer agreement. Conversely, we record
unearned income for cash received from customers for which revenue has not been recognized at the balance
sheet date.

In 2007 and prior years, we had to commit unanticipated resources to complete projects, resulting in lower gross
margins on those projects. We might experience similar situatjons in the future. Increases in the estimated total
direct costs to complete.a contract without a corresponding proportlonal increase to the contract value result in a
cumulative adjustment to the amount of revenue recognized in the penod the change in estimate is determined.
Should our estimated direct costs to complete a fixgéd price contract prove to be low, gross margins could be
materially adversely affected, absent our ability to negotiate a contract modification. Historically, the majority of
our estimates and assumptions have been materially correct, but these estimates might not continue to be accu-

rate in the future. A hypothetical increase of 1% in the total estimated remaining project direct costs to complete,

without a corresponding proportional increese in the contract value, for open projects accounted for under the
propoertional performance method as of December 31, 2005, 2006 and 2007 would have resulted in a cumulative
reduction in revenue and gross margin of approximately $2.5 million, $3.3 million, and $3.5 million, respectively.

In our Discovery Sciences segment, we generate revenue from time to tirqe'in the form of milestone payments in
connection with licensing of compounds. We only recognize milestone payments as revenue if the specified mile-
stone is achieved and accepted by the client, and continued performance of future research and development
services related to that milestone is not required. Future potential milestone payments under various discovery
contracts might never be received if the milestones are not achieved. . ) '

Allowance for Doubtful Accounts - ‘

" Included in "Accounts receivable and unbilled services, net” on-our consolidated balance sheets is an allowance

for doubtful accounts, Generally, before we do business with a new client, we perform a credit check. We also
review our accounts receivable aging on a monthly basis to determine if any receivables will potentially be
uncollectible. The allowance for doubtful accounts includes specific accounts and an estimate of other losses
based on historical loss experience. After all attempts to collect the receivable have failed, the receivable is .

written off against the allowance. Based on the information available to us, we believe our allowance for doubt-

ful accounts as of December 31, 2007 was adequate to cover uncollectible balances. However, actual invoice
write-offs might exceed the recorded reserve,

Investments - .

Our investments consist of equity and debt investments in publicly traded and privately held entities. Our
investments in publicly traded securities are classified as available-for-sale securities and recorded at their cur-
rent guoted market price. Qur investments in privately held entities do not have readily determinable fair values
and are, therefore, recorded using the cost method of accounting. Most.of eur investments are in relatively early
stage life sciences and biotechnology companies or investment funds that invest in similar companies. These
early stage life sciences and biotechnology companies generally do not have established products or proven
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technologies or material revenue, if any. The fair value of these investments might from time to time _l:Se less
* than-their recorded value. We assess our investment portfolio on a quarterly basis for other-than-temporary .
impairments. For our investments in privately held entities, \;ve must identify events or circumstances that wouldq
likely. have a significant adverse effect on the fair value of the investment. In additlon -any decline in the fair

value of publicly traded or privately held investments must be evaluated to determlne the extent and timing of
recovery, if any. If we deem the impairment to be other-than-temporary, the impairment of the investment must

be recorded in the income statement. This gquarterly review includes an evaluation of, among other things, the
market condition of the overall industry, historical and projected financial performance, expected cash needs

and recent funding events,.as well as our expected holding period and the length of time and the extent to

which the fair value of the investment has been less than cost.-This analysis of the fair values and the extent and
t|m|ng of recoveries of decreases in fair value requires 5|gn|f|cant judgment.

Tax Valuation Ah’owances and Tax Lfabrl.'tfes

We adopted FIN 48 as of January 1, 2007 FIN 48 requires significant |udgment in determining what constitutes
an individual tax position as well as assessing the outcome of each tax posttlon Changes in judgment as to rec-
‘ognition or measurement of tax positions can materially affect the estimate of our effective tax rate and, conse-
* quently, our operating results. We consider many factors when evaluatlng and estlmatlng our tax positions and

tax benefits, which may require penodlc adjustments and whlch may not accurately anticipate actual outcomes.

Est|mates and judgments are required in the calculation of certain tax liabilities and in the determination of the

- recoverabmty of certain deferred tax assets, which arise from net operatmg losses, tax credit carryforwards and
temporary differences between the tax and flnancual statement recogn|t|on of revenue and expense. SFAS No.
108, “Accounting for [ncome Taxes”, also requires that the deferred tax assets be reduced by a-valuation allow-
ance if, based on the welght of available ewdence it is more likely than not that some DOFthn or all'of the -
recorded deferred tax assets will not be reallzed in future perlods *

in evaluating our-ability to recover our deferred tax assets, in full or in part, we consider all available p05|t|ve
and negative evidence including our past operating results the existence of cumulative losses in the most
 recent fiscal years and our forecast of future taxable income on a jurisdiction- by-]urusdlctlon basis. In determin-
ing future taxable income.. assumptions include the ambunt of state, federal and international pre-tax income
from operations, international transfer pricing policies, the reversal of temporary differences and the imptemen-
tation of feasible and prudent tax planning strategies. These assumptions require significant judgment about
the forecasts of future taxable sncome and are consistent with the plans and estimates we use to manage the
underlying businesses. ‘Based on our analysis of the above factors, we determined that a valuation allowance of
$5.9 million was required as of December 31, 2007 for carryforwards of forelgn and state tax losses and credits. -
Changes in our assumptlons could result in an adjdstment to the valuation aIIowance up or down, in the future

.

In addition, the calculation of our tax liabilities involves dealing with uncertainties in the application of complex
tax regulations in a multitude of jurisdictions. We determine our liability for uncertain tax positions globally
under the provisions in FIN 48. AS of December 31, 2007, we had recorded a gross FIN 48 liability of $23.8
million. If events occur and the payment of these ameunts ultimately proves.to be unnecessary, the reversal of
liabilities would result in tax benefits béing recognized in the period when we determine the liabilities are no
longer necessary. If our calculation of liability related to uncertain tax positions p‘roves to be moré or less than
the ultimate assessment, a tax expense or benefit to expense, respectlvely wou!d result The total liability rever-
sal that could effect the tax rate |s $9.3 million. - . -

Ltong-Lived Assets .

“We review long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset might not be recoverable. If indicators of impairment are present, we evaluate the
carrying value of property and egquipment in relation to estimates of future undiscounted cash flows. These
undiscounted cash flows and fair values are baséd on judgments and assumptions. Additionally, we test good-

- will for impairment on at least an annual basis by comparing the underlying reporting units' goodwill to their
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estimated fair value. These tests for impairment of goodwil! involve the use of ‘estimates related to the fair
market value of the reporting unit with which the goodv}ill is associated, and are inherently subjective. -

" Stock-Based Compensation .

We account for our share- based compensation plan using the provisions of SFAS No. 123 {revised), “Share-
Based Payment". Accordingly, we measure stock-based ccmpen_satlon cost at grant date, based on the fair
value of the award, and recognize it as expense over the employee’s requisite service period. The fair value of
each option award is estimated on.the grant date using‘ the Black-Scholes option-pricing model. The model
requires the use of the following assumptions|: an expected dividend yield; exg:_;ected volatility; risk-free interest




- rate] and expected term. Based on our assumptions for these factors, the weighted-average fair value of
options granted during the year ended December 31, 2007 was $10.93, per option. A change in these assump-
tions could have a significant impact on the weighted-average fair value of options. For example, if we changed
our assumption for the expected term to increase expected life by a half of a year, the weighted average fair
value of options granted during 2007 would have increased by $0.71 6r 6,5% from $10.93 to $11.64, and the

" resulting stock-based employee compensation expense determined under the fair vafue based method for stock

option awards, net of related tax effect; would have increased by'$0.6 million. Diluted earnings per share under
this example would hot have.been impacted. See Note 10 in the Notes to our Consolidated Financiael Statements
for details regardfng the assumptions used in estimating fair value for the years ended December 31, 2005,
2006 and 2007 regarding our equity compensation plan and our e'mployee stock purchase plan.

RECENT ACCOUNTING PRONOUNCEMENTS
Recently issued accounting standards relevant to our financial statements, which are described in “Recent

Accountlng Pronouncements™ m Note 1in the Notes to our Consoclidated Financial Staterments are: -
Date Title ) ) Effective Date
Juty 2008 © Interpretation No. 48, "Accdunting for Uncertainty Fiscal years beginning after
in Income Taxes — an mterpretahon of FASB . December 15, 2006
Statement No: 109" N
S’ep-tembér 2006 SFAS No, 157, “Fair Value Measurements” ’ Fiscal years beginning after November
: ) L. ) . - _ 15,2007 and interim periods within
. R N those years
September 2006 SFAS No. 158, "Employers’ Accounting for Defined Recognition of asset and liability of
Benefit Pension and Cther Postretirement Plans funded status — fiscal years ending after
— an amendment of FASB Statemints No. 87, December 15, 2008. Measurement date
88, 106, and 132(R)" - provision — fiscal years ending after
) ~ : December 15, 2008
February 2007  SFAS No. 159, "The Faur Value Option for Fmanaal . Fiscal years beginning after

Asséls and Financial L|ab|||t|es - Includmg an November 15, 2007
amendment of FASB Statement No. 115" : ’

June 2007 EITF Issue 06-11, "Accounting for Income Tax Benefits  Fiscal years Beginning after -7
- of Dividends on Share-Based Payment Awards” December 15, 2067 .
June 2007 EITF Issue 07-03, “Accounting for Nonrefundable - Fiscal yéars beginning after
Advance Payments for Goods or Services to Be Used December 15, 2007 . -

in Futfire Résearch and Development Activities”

December 2007 EITF Issue 07-0), “Accounting for Collaborative - Fiscal years beginning after

- Arrangements” December 15, 2008
December 2007 SFAS No. 141 (revised 2007), “Business Fiscal years beginning after *
Combinations” - December 15, 2008
December2007 SFAS No. 160, “Noncontrolling Interests in T Fiscal years beginning after i

Consolidated Financial Statements — an December 15, 2008
Amendment of ARB No. 51" '

INCOME TAXES

Because we conduct operations on a global basis, our effective tax rate has and will céntiﬁue to depend upon
the geographic distribution of our pretax earnings-damong locations with varying tax rates. Our profits are also
impacted by changes in the tax rates of the various tax jurisdictions. In particUlar. as the geographic mix of

our pretax sarnings among various tax jurisdictions changes, our effectnve tax rate might vary from period to

' perlod The effective rate will also change due to the discrete recognltlon of tax benefits whHen tax p05|t|ons are
eftectlvely settled.

INFLATION .

Qur long-term contracts, those in excess of one year, _generally inciude an inflation or cost of living adjustment
for the portion of the services to be performed beyond one year from the contract date. In the event that actual
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inflation rates are greater than our contractual inflation rates or cost of living adjustments, inflation could have a

“material adverse effect on our operations or financial condition.

POTENTIAL LIABILITY AND INSURANCE T,

Drug development services involve the testing of potential drug candidates on human volunteers pursuant to a
study protocol. This testing exposes us to the risk of liability for personal injury or death to volunteers and

. patients resulting from, among other things, possible unforeseen adverse side effects or improper administra-

tion of the study drug or use of the drug following regulétory approval. For example, we have been named as
a defendant in a number of lawsuits relating to the antibiotic Ketek, as described in Part I, Item 3 — “Legal
Proceedings” in our annual report on Form 10-K. We attempt to manage our risk of liability for persoqal injury
or death to volunteers and patients from administration of study products through'standard operating proce-
dures, patient informed consent, contractual |ndemn|f|cat|on provisions with clients and insurance. We monitor
clinical trials in comphance with government regulatlons and gmdellnes We have establlshed global standard

.operating ‘procedures intended to satisfy regulatory requirements in all countries in which we have operations

and to serve as a tool for controliing and enhancing the quality of drug development services, The contractual
indemnifications generally do not protect us against all our own actions; such as gross negligence. We currently
maintain professional liability insurance coverage with limiits we believe are adequate and appropriate. .

.
v

POTENTIAL VOLATILITY OF QUARTERLY OPERATING RESULTS AND STOCK PRICE .

- Qur quar'terly and annual operating results have fluctuated in the paé.t, and we expect that théy will continue to

. rapid technological change;

-~

fluctuate in the future. Factors that could cause these fluctuations to occur include:

v

« the timing and level of new business authorizations;
= our ability to recruit and rétain experienced personnel; : -
+ the timing of the initiation, progress or cancellation of significant projects;

= the timing and amount of costs associated witth&D and compound partnering collaborations;

-+ the timingj of our Discovery Sciences segment milestone payments or other revenue, if any;.

= our ability to properly manage our growth;"
-’litigation costs;

« the timing of the opening of new offices;

- the timing of other internal expansion costs; . .
» exchange rate fluctuations between periods; '
- our dependence on a smaH number of industries and clients; ‘ -
+ the rhix of products and services sold in a part‘rcular' period;
- pricing pressure in the market for our services;

~

« the timing and amount of start-up costs incurred in_connection with the introduction of new products |
and services; -'

+ the timing and extent of new government regulations;

« intellectual property risks;

* impairment of investments or intangible assets; and . -

« the timing and amount of costs associated with integrating acquisitions.

Delays and terminations of trials are often the result of actions taken by our, clients or regulatory authorities, -
and are not typically controllable by us. Because a large percentage of our operating costs are relatively fixed
while revenue is subject to fiuctuation, variations in the timing and progress of large contracts can materially
affect our quarterly operating results. For these reasons, we believe that comparisons of our quarterly financial
results are not necessarily meaningful and should not be relied upon as an indication of future performance,

* Recent consolidations and other transactions involving competitors could increase the competition within our

industry for-clients, experienced bersonnei .and acduisition candidates. These consclidations and other potential

.




future transactions, such as the acquisition of PRA International by Genstar Capital, a private equity firm, could
increase competition in our industry.

Fluctuations in quar.terly results, actual or anticipated changes in our dividend policy; stock repurchase plan or
other factors could affect the market price of our common stack. These factors include ones beyond our-con-
trol, such as changes in revenue and earnings estimates by angalysts. market conditions in our industry, disclo-
sures by product development partners and actions by regulatory authorities with respect to potential drug
candidat_es, chapges in pharmaceutical, bictechnology and medical device industries and the government spon-
sored clinical research sector and general economic conditions. Any effect on our commen stock couid be unre-
lated to our longer-term operating performance. For further details, see “ltem 1A, Risk Factors” in our annual
report on Form 10-K. i ' '

.

Quantitative and Qualitative Disclosures About Market Risk - ‘ -

We are exposed to foreign cu‘rrency risk by virtue of our international operations. We derived approximately
29.2%, 32.3% and 36.5% of our net revenues for the years ended December 31, 2005, 2006 and 2007, respec-
tively, from operations outside the United States. We generally reinvest funds generat'ed by each subsidiary in
the country where they are earned. Qur operations in the United Kingdom generated 28.0% of our net revenue
from international operations during 2007. Accerdingly, we are exposed to adverse mavements in foreign
currencies, predominately in the pound sterling.

The vast majority of our contracts are entered into by‘ our U.S. or U.K. subsidiaries. The contracts entered into by
the U.S. subsidiaries are almost always denominated in U.S. dollars. Contracts entered into by our UK, subsidiar-
ies are generally denominated in U.S. dollars, pounds sterling or euros, with the majority in U.S. dollars. Although
an increase in exchange rates for the pound sterling or euro relative to the U.S. dollar would increase net reve-
nue from contracts denominated in these currencies, a negative impact on income from operatiéns results from
dollar-denominated contracts for services rendered in countries othér than the United States. In these cases,
revenue is not impacted by the weakening of the U.S. dollar, but the costs associated with performing these g
contracts, which are paid'in local currency, are negatively impacted when translated into U.S. dollars.

We also have currency risk resulting from the passage of time between the invoicing of clients under contracts
and the collection of client payments against those invoices. If'a contract is denominated in a-currency other
than the subsidiary’s local currency, we recognize a receivable at the time of inveicing for the local currency
equivalent of the foreign currency invoice amount. Changes in exchange rates frgm the time the invoice is pre-
pared until payment from the client wilf result in our receiving either more or less in local currency than the local
currency equivalent of the receivable. We recognize this difference as a foreign currency transaction gain or loss,
as applicable, and report it in other income, net. If the exchange rate on agcounts receivable balances denomi-
nated in pounds sterling and euros had increased by 10%, our foreign currency tra'nsac‘tion loss would have
increased by $3.0 million in the year ended December 31, 2007. :

Our strategy for managing foreign currency risk relies primarily on_receivin_&; payment in the same currency used
to pay expenses. If the U.S. dollar had weakened an additional 10% relative 1o the pound sterling, eurc and
Brazilian real in 2007, net income would have been approximatety $7.3 million lower for the year based on
revenues and fhe costs related to our foreign operations. From time to time, we also enter into foreign currency
hedging activities in an effort to manage our potential foreign exchange exposure. As of December 31, 2007, the
face value of foreign exchange contract§ was $60.0 million.

Changes in exchange rates between the applicable fereign currency and the U.S. dollar will affect the translation
of foreign subsidiaries’ financial results into U.S. dollars for purposes of reporting our consolidated financial
results. The process by which we translate each foreign subsidiary’s financial results to U.S. dollars is as follows:

+ we translate income statement accounts at average exchange rates for the period;

« we translate balance sheet assets and liability accounts at end of period exchange rates; and P
0 . '

« we translate equity accounts at higtorical exchange rates.

Translation of the balance sheet in this manner affects shareholders’ equity through the cumulative translation
adjustment account. This account exists only in the foreign subsidiary’s U.S, dollar balance sheet and is neces-
sary to keep the foreign balance sheet, stated in U.S. dollars, in balance. We report translation adjustments with
accumulated other comprehensive income (10ss) as a separate component of shareholders’ equity. To date,
cumulative translation adjustments have not been material to our consolidated financial position. However,
future translation adjustments could materialty and adversely affect us.
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. Currently, there are no material exchange controls on the payment of dividends or otherwise prohibijting the
transfer of funds out of. any country in which we conduct aperations. Althaugh we perform services fo.r clients.
located in a number of jurisdictions, we have not experienced any material difficulties in receiving funds remit-
ted from foreign countries. However, new or modified exchange control restrictions could have an adverse effect
on our financial condition. If the Company were to repatriate dividénds from the cumulative amount of undis-
tributed earnings in foreign entities, the Company would incur a tax liability which is not currentiy prowded for
in the Cormnpany's balance sheet h

We are exposed to changes in interest rates on our cash cash equwa|ents and short term investments and
amounts outstanding under notes payable and lines of credlt. We invest our cash and cash equivalents in flnan-

. cial instruments with interest rates based on market conditions. If the interest rates on cash, cash equivalents
and short-term mvestments decreased by 10%, our interest income would have decreased by approxlmateiy
$1.8 million in the year ended December 31, 2007

5

under the subheadings “Management’s Discussion and Analy5|s of Financial Condition and Results of

Operations” and “Liquidity and Capltal Resources.” - : -

Controls and Procedures ‘ <

Disclosure Controls and Procedures - o S

- Disclosure controts and procedures (as defined in Exchange Act Rule 13a-15(e)) are designed only to provide
- reasonable assurance ‘that mformatuon to be disclosed in our Exchange Act Reparts is recorded, processed,
summarized and reported within the time periods specified in the-SEC's rules and forms. As of, the end of the
period covered by this report, we carried out an evaluation, under the supervision and with the participation of
.our management, including our Chief Executive Officer and Chief Financia! Ofticer of the effectiveness of our dis-
closure controls and procedures pursuant to Exchange Act Rule 13a-15(b). Based upocn that evaluation, our Chief
- Executive Officer and Chief Rinancial Officer have concluded that our disclosure controls and procedures were

effective as of the end of the period covered by thns report to provide the reasqnable assurance discussed above.'

Internal Controf Over Financial Reporting -

No change to our internal control over financial’ reporting occurred durmg the last f|5ca! quarter that has
materially affected, or is reasonably likely to materially affect, our internal control over fmanqal reporting.

Management’s Report on Internal Control over Financial Reporting .

Our management is responsible for establishing and maintaining effective internal control over financial report-
ing as defined in Rules 13a-15(f) under the Securities Exchange Act of 1934, Our internal control over financial
reporting is désigned to provide reasonable assurance regarding the .reliabilit-y of financial reporting and the
preparation of financial statements for external purposes in accordance with genérally accepted accounting

- principles. Qur internal contrdl over financial reporting incfudes those policies 4nd procedﬁres that (i) pertain to

the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and disposi- -

tions of our assets; (i) provide reasdnable assurance that transactions are recorded as necessary to permit ]
preparation of financial statements in accordance W|th generally accepted accountmg principles, and that our
receipts and expenditures are being maqe only in accordance with authorizations of management and our
Board of Directors; and (iii} provide reascnable assurance regarding preverition or timely detection of unauthor-
ized acquisition, use or disposition of our assets that could have a material effect on the financial statements.

-

A control system, no matter how well designed and operated, can only provide reasonable, not absolute,
assurance that the objectives of the control system are met and must reflect the fact that there are resource -

" constraints that require rnanagernent to consider the benefits of internal controls relative to their costs. Because
"of these inherent I|rn|tat|ons management does not expect that our internal controts over financial reporting will
prevent all errdrs and all fraud. Also, internal controls might become inadequate.because of changes in business
condi_tions ora decline in the degree of compliance with our policies or procedures.

v

Management, with the participation of our Chief Executive Officer and E:hief Financial Officer, assessed the
effectiveness of our internal control over financial reporting as of December 31, 2007. In making this' assessment,
management used the criteria set forth by the Committee of Sponseoring Organizations of the Treadway
_Commission (COSO) in internal Control — Integrated Framework. Baséd on our assessment, we believe that, as
of December 31, 2007, our internal control over financial reporting was effective based on those criteria.
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We are also exposed to market risk related to our investments in auction rate securities. For further details, see




Report of Independent Registered Public Accounting Firm, .

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
PHARMACEUTICAL PRODUCT DEVELOPMENT, INC. AND SUBSIDIARIES
Wilmington, North Carolina o :

,

We have audited the internal control over financial reporting of Pha?maceutical Product Development, Inc. and
subsidiaries {the "Company™) as of December 31, 2007, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Comm|ssnon The
Company’s management is respon5|ble for Thaintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying -
Management s Report on Internal Control over Financial Reporting. Qur responsibility is to express an oplnlon on
the Company's :nternal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversiéht Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our’
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal control based*
on the assessed risk, and performing such other proceduires as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion.

A company’s internal contrel over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial o‘fficers. or persons performing similar functions, and - .
effected by the company's Board of Directors, management, and other personnel to provide reasonable assur- -
ance regarding tHe reliability of financial reporting and the preparation 'of fifancial statements for external pur-
poses in accordance with generally accepted accounting. principles. A company's internal cantrol over financial
reporting includes those policies and procedures that (1} pertain to the 'maintenance of records that, in reason- _
able detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) pro-
vide reasonable assurance that transactions are recorded as necessary to permit preparation of financial state-,

* ments in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company:;
and {3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company's assets that could have a material effect on the financial statements. ’

-~

Because of the inherent limitations of internal control over financial reporting, including the possibility of collu-
5|on or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
controt over financial reporting to future periods are-subject to the risk that the controls may become inade- -
quate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all material resﬁects‘, effective internal control over financial report-
ing as of December 31, 2007, based on the criteria established in Internal Control - Integrated Framework
issued by the Commlttee of Sponsaring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board o
(United States), the consoclidated financial statements as of and for the year ended December 31, 2007 of the

Company and our report dated February 26, 2008 expressed an unqualified opjnion on those financial state- ,

ments and includes explanatory paragraphs relating to the adoption of FASB Interpretation No. 48, Accounting N
for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109, in 2007 and the adoption of

FASB Staternent No, 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans -

an amendment of FASB Statements No. 87, 88, 106 and 132(R), in 2006.

~

Rateigh, North Carolina
February 26, 2008
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Report of 1ndependent Registered Public Accounting Firm

. TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF .
PHARMACEUTICAL PRODUCT DEVELOPMENT, INC. AND SUBSIDIARIES -

Wilmington, North Carolina -

-
-

We have audited the acéompanying consolidated balance sheets of Pharmaceutical Product Development, Inc.

. and subsidiaries (the "Company"} as of December 31, 2007 and 2008, and the related consolidated statements

of operations, shareholders’ equity and cash flows for each of the three years in the period ended December 31,
2007. These consolidated financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to.obtain reasonable assur-
ance about whether the financial statements are free of material misstatement. An audit includés examining, on
a test basis, evidence suppofting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall fmancnal staterent presentation. We-beheve that our audits provide a reasonable basis
for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial posi-
tion of Pharmaceuticat Product Developmént, Inc. and subsidiaries as of December 31, 2007 and 2006, and the
results of their operations and their cash flows for each of the three years in the pericd ended December 31,
2007, in confotmity with accounting principles generally accepted in the _United States of America.

As discussed in-Notes 1 and 11 to the consolidated financial statements, in 2007 the Company thanged its meth-
od of accounting for income tax contingencies to conform to FASB Interpretation No. 48, "Accounting for
Uncertalnty in Income Taxes — an interpretatian of FASB Statement No. 109

As discussed in Notes 1 and 12 to the cohsolidated flnanC|al statements, in 2006 the, Company changed its
method of accounting for its deflned benefit pension plan to conform to FASB Statement No. 158, "Employers”
Accountlng for Defined Beneﬁt Pension and Other Pastretirermnent Plans — an amendment of FASB Statements'
No. 87, 88, 106 and 132(R).”

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company's internal control over financial reporting as of December 31, 2007, based on the
criteria established in internal Control—integrated Framework.issued by the Committee of Sponsoring
Orga'nizations of the Treadway Commission and our report dated February 26, 2008 expressed an ungualified
opinion on the Company’s internal control over fjnan;ial reporting.

Ot ¢ o ® . ~

Raleigh, North Carolina . . ) \ ' : ‘ .
February 26, 2008 )

- .




Consolidated Statements of Operations
in thousands, except per share data-

Years Ended December 317

- ., 2005 2006 - 2007
Net Revenue?
Development $ 921,802 S 1,113,106 $1,275,39¢
Discovery Sciences 40,214 33,193 19,979
Reimbursed out-of-pockets 7‘5,074 101,383 119,087
Total net revenue 1,037,090 1,247,682 1,414,465
Direct Costs: . )
Development ! 447,001 559,819 641,902
Discovery Scienc;s 8428 9,324 10,610
Reimbursab.le out-of-poci(e"c eXpenses 75,074 101,383 119,087
Total direct costs 550,503 670,526 771I,599
Research and development expenses 23,370 5,406 19,238
Selling, general and administrative expenses 251,415 304,035 . 338,055
Depreciation and arﬁortization 40_,25_0 47,738 ‘ 55,592
Gain on exchange of assets (5,144) - -
Total operating expens;.»s 860,394 1,027,705 1,184,484
Income from operations 176,696 219,977 229,981
Interest: . -
Ir;come 8,845 15,070 18,330
Expense (1,116 (;16‘?} (318)
Interest income, net " 7,729 14,601 18,012
Impairment of equity investments - (5,928) - (690)
Other income, net ' 1,306 927 4650
Income before provision for income taxes 179,803 235,505 ‘ 247,953
Provision for income taxes - 59,906‘ 78,853 84,552
- Net income $ 119,897 $ 156,652 3 163,401
Net income per common share: . ' .
Basic % 105 $ 134 % 1.38
Diluted $ 1.03 132 % 1.36
Dividends declared per commen share "% 0.525 0.105 % 0.19
Weighted average number of commeon shares outstanding: Co
Basic ) 114,664 116,780 118,459
Dilutive effect of stock options and restricted stock 1,770 1,755 1494
Diluted - 116,434 118,535 119,953

The accompanying notes are an integral part of these consolidated financial statements.
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*,. Consolidated Balance Sheets *

in thousands. except share data

As of December 31,

2006 2007
ASSETS
Current assets: I . i
Cash and cash equivalents 179,795 § 171,427
Short-term investments - 255,876 330,957
Accounts receivable and unbilled services, net 408,917 481‘477.
Income tax receivable ' 510 517
Investig;tolr advances ' o ' 13,490 15,218
_ Prepaid expenses and other current assets 36,495 49,835
Deferred tax assets’ 13,1 19 23,652
Total current assets 908,202 1.07-3,213
Property and equipment, net 323,539 356,189
Goodwill ’ 212382 7. 215,620
Investments 22,478 23,387 -
. Intangible assets ) 2,014 1,702
Deferred tax assets 11,368 1,717
Qther assets 1,582 2,547

Total assets

$ 1,481,565 $ 1,684,375

LIABIUITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

-

Accounts payable 15-,235 $ 24,_984
Payables to investigators 43,717 _ 58,952
Accrued income taxes . 16,560 16,182
Other accrued expenses 149,027 167,235
Deferred tax liabilities - 101
‘ttl-néarned income” ' 7 . 195,707 205,779 -
- Current maturities of long-term debt.and capital lease obligations . 75,159 -
Total current liabilities . 495,41 473,233
_ Accrued income taxes P - 29,223 |
Accrued additional pension liability 10,768 9,763
Deferred tax liabilities , 4,247 a 3,814
Deferred rent and other 18,159 18,246 -
Total liabilities 528,665 534,279
Commitments and conting'encies {Notes 8 and 13}
Sharehclders’ equity: ‘
~ Common stock, $0.05 par valye,.190,000,000 shares —authorized; i !
117,623,516 and 119,095,102 ghares issued and outstanding, respec—tively 5,881 5,955
Paid-in capital ) ' ‘ 449,173 502,898
Retained earnings 490,764 626,025
Accumulated other comprehensive income 7,082 15;21 8
Total shareholders’ equity 952,900 1,150,094

Total liabilities and shareholders’ equity

$ 1,481,565 $ 1,684,375

~

The accompanying nctes are an {ntegral part of these consolidated financial




Consohdated Statemcnts of Shareholders’ Equlty

rn thousands, except per share data

~

‘
Accumulated

Balance December 31, 2007

119,095

$ 5955 5502898 $626,025

$15,218 $1,150,096

il

- ’ Commen Paid-in Retained Comporglhes:nsive Comprehensive
Shares Par Value Capital Earnings  (Income)/Loss Total JIncoame
Balance January, 1, 2005 " 113236 S 5662  $339,743 $287.204 $11,179  $643788
Net income - 119,897 119,897  $119,897
Other comprehensive income (loss): . R
Translation adjustments - (10,137} « - (10,137 (10,137
Minimum pension liakility, net of tax of $676 - - - (1,5768) {1,576) {1,576)
Change in fair value on hedging transaction, ’ ’
net of tax of $238. - R {2,165) (2.165) (2,165)
Reclassification of hedging results included -
) in direct costs, net of tax of ($520) - 1,219 1,219 1,219
Unrealized gaiﬁ on investment, net of tax.of ($2,426) 4,156 4,156 4,156
Reclassification to net incame of unrealized loss on investment . 331 L3N 3N
Comprehensive income $111725 ~
Steck compensation expense . 18,907 . 18,907
Issuance of common shares under vartous . N ’ , .
stock compensation plans . 2,762" 138 7 29,408 29,544
Income tax benefit from exercise of stock options N ' . . '
and disqualified dispositions of stock, net 7,394 .7.394
Dividends ($0.525 per share) (60,684) T (60.684) 3
Bafance December 31, 2005 L 115,998 5,800 395,452 346,417 3,007 730,676 ~
Net incame ' - + 156,652 156,652 $156,652
Other comprehensive income (loss): . ~
Translation adjustments - 2721 9721 9721
Minimum pensmn liability, net of tax of (51 71 7 2,840 2,840 2,840
Change in fair value on hedglng transactions, .
net of tax of ($140) - . 327 327 327 -
Reclassification of hedging results included '
- in direct costs, net of tax of ($88) ' 206 " 206 206
Unrealized loss on investment, net of tax of $2,184 . _(5,746) (5,746} ~ {5.748) ,
Comprehensive income . - ' $1464,000
_Adjustment to initially apply SFAS No. 158, net of . .
tax of $1,403 (3,.273) (3.273)
Stock compensation expense 20,565 20,565 B
Issuance of common shares under various . . -
stock compensation plans 1,626 81 27,824 27,905
Income tax benefit from exercise of stock options ‘
and disqualiﬁec{ dispositions of stock, net 5332 5,332
Dividends ($0.105 per share) {12,305) (12,305}
Balance December 31,2006 117,624 5,881 449,173 490,764 . 7,082 952,900 i
Netincome ’ 163,401 . 163,401 $163,401
Other comprehensive income (loss): ‘
Translation adjustments ‘ 10,001~ 10,001 10,001
Minimum pension liability, net of tax of (3205} 528 526 528
Change in fair value on hedging transactions, i . )
_net of tax of $368 : . - (911) {911) {911)
Reclassification of hedging results included 7 o o
in direct costs, net of tax of $71 (184} - (184) (184)
Urrealized loss on investrrient, net of tax of $649 - {1,135} {1,135} (1,135)
Reclassification to net income of unrealized gain . ;
on investment, net of tax of $88 % {(161) (141) (161)
Comprehensive income . ' $171,537
. Adjustment to initially apply FIN No. 48 ) (5.550) (5,550) i
Stock compensation expense 21,418 - . 21,418 8
Issuance of common shares under various’ - h w
stock compensation plans T 1,47 74 27624 i 27,698 ’ o
Income tax benefit from exercise of stock optiohs ” 'é
and disqualified dispositions of stock, net 4,683 N 4,683 D
Dividends ($0.19 per share) - (22,590) (22,590) Z
<€
~
le]
o
N

The accon%panymg notes are an integral part of these consolidated financial statements.
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S ,
- Consolidated Statements of Cash Flows
in thousands .

Years Ended December 31,

2005 ~ 2006

2007

Cash flows from operating activities:

Net income $

Adjustments to reconcile net income to net cash provided
by operating activities: -

119,897 § 156,652 $° 163,401

v

i

. Impairment of investments 5,928 ) - 690
Depreciation and amortization _ . 40,250 47,738 55,592
Stock compensation expense . 18,907 20,565 21,418

- " Provision for doubtful accounts 126 3,286 2,181
Gain on exchange of assets (5.144) - -
Gain on sale of investment ) ‘ - (782) (54)

’ (Benefit) provision for deferred income taxes ~ . {6,340) 6,986 487_
Loss gn impairment and disposal of a;ssets, net 192 ' 1,04—7 86
Change in operating assets and liabilities, net of acquisitions: -

Aceounts receivable and unbilled services, net 44,911y ~  (99,096) (69,739)

Prepaid expenses and investigator-advances (9,726} (883) {11,450)
Accrued income taxes - 24,827 .91 10,276

. Other assets (3,407) 3,717 399

. © Accounts payable, other accrued expenses and deferrt_ed rent 27,886 ~ i 21,278 ’ 29,129

Payables to investigators ' : 1,593 (2.073) 14,946

Unearned income ) 12,030 28,020 9,381

Net cash pr_ovided by operating activities 182,108 187,426 226,743

Cash flows from investing activities: .

R Purchases of property and equipment - (109,8%96) (148,046) (94,951)

Proceeds from sale of property and equipment - 4,002 871 1,599

. Purchases of available-for-sale investments (195,940} (680,286} {549,967}
Matur;ities'and sales of available-for-sale investments 163,140 562,137 473,270
Purchase of note receivable - (7,415 -
Répayment of note receivable . - 7.415 -
Purchases of investments .o - {15,522) {1,844) {2,837)
Proceeds from sale of investment ’ 25,000 1,482 97'5

Net cash used in investing activities {1 29,216) (265,686) {(171,907)

. Cash flows from financing activities: ' )
Principal repayments on long-term debt {364) (6,005) -
" Proceeds from revolving credit facility 17,097 - 24,986

’ Repayment of revolving credit facility - (17,097) (24,986)
Proceeds from construction loan - T 74,833 -
Repayment pf construction loan i - - {74,833)
Repayment of capital lease obligations o (1,755) {1,319) _(325)
Proceeds from exercise of stock options and employee stock purchase ptan 29,546 28,294 27,905
Income tax benefit from exercise of stock options and disqualifying ‘ R 7

dispositions of stock : : . 8791 . 5,442 4,887

Cash dividends paid . . : ’ - (60,684) {12,297} (22,578)

Net cash (used in} p.rovided by financing activities . {7,369) - 71,851 (64,944)

Effect of exchange rate changes on cash and cash equivalents (7.871) - 4,204 1,740
Net increas'é {decrease) in cash and cash equivalents 37,652 {2,205) (8,368)
Cash and cash equivalents, beginning of the year 144,348 182,000 179,795

182,000 & 179,795 $ 171,427

Cash and cash equivalents, end of the year ) - ) $
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Notes to Consolidated Financial Statements

1. Summary of Operations and Slgmﬁcant Accounting Policies

numbers in tables in thousands
NATURE OF BUSINESS

Pharmaceutical Product Development, [nc. and its subsidiaries (collectively the “Company"”) provide a broad
range of research and development and consulting services through its Development and Discovery Sciences
segments In the Development segment, the Comgpany provides a broad range of development services, which
include preclinical programs and Phase | to IV clinical development services as well as bioanalytical product
‘testing and clinical laboratory services. In addition, for marketed drugs, biclogics and devices, the Company
offers support such as product launch services, medical information, patient compliance programs, patient and
disease registry programs, product safety and pharmacovigilance, Phase IV monitored studies and prescription-
to-over-the-counter programs. The Discovery Sciences services include preclinical evaluations of anticancer
therapies, biomarker discovery and patient sample analyses and compound development and commercialization
collaborations. The Company prowdes services to clients and partners in the pharmaceutical, biotechnology
and medical device industries and to academic and government organizations. The Company markets its
Development services primarily in the United States and Europe. The Company’s Discovery Sciences revenues
have all been generated in the United States. 4 -

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the accounts and results of bperations of the
Company. All intercompény balances and transactions have been eliminated in consolidation,

STOCK. SPLIT

On December 30, 2005, the Company's Board of Directors approved a two-for-one stock split. The record date
for the stock split was February 17, 2006. The distribution of shares was completed on February 28, 2006. All|
share and per share amounts for all perlods presented in the accompanying consolidated financial statements
have been adjusted to reflect the effect of ‘this stock split.

RECENT ACCOUNTING PRONOUNCEMENTS .o

In July 20086, the Financial Accounting Standards Board, or FASB, issued Interpretation No, 48, "Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109", or FIN 48, which establishes a
single model to address accounting for uncertainty in tax positions. FIN 48 prescribes a recognition threshold
that'a tax position is required to meet before being recognized in the financial statements and provides guidance
on de-recognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure
and transition issues. FIN 48 is effective for fiscal years beginning after December 15, 2006, so the Company
adopted FIN 48 as of January 1, 2007. The cumulative impact of applying the provisions of FIN 48 was an
adjustment to the openlng balance of retained earnings. See Note 11 for further details.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value
Measurements”, or SFAS No. 157, which defines fair value as the price that would be received to sell an asset or
paid to transfer a liability in.an orderly transaction between market participants at the measurement date. In
addition, the statement establishes a framework for measuring fair value and expands disclosure about fair value
measurements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 and interim periods
within those years. The Company does not expect the adoption of SFAS No. 157 to have a matenal impact on its
financial condition or results of operations.

In September 2006, the FASB issued SFAS No. 158, "Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R)", or SFAS No. 158,
This standard requires employers tc recognize the underfunded or overfunded status of a defined benefit postre-
tirement plan as an asset or liability in its statement of fin‘ancl:ial position and to recognize ¢hanges in the funded
status in the year in which the changes occur through accumulated other comprehensive income, Additionally,
SFAS No. 158 requires employers to measure the funded status of a plan as of the date of its year-end statement
of financial position. The recognition of an asset and iiability related to the funded Status of a plan and the new
disclosure provisions of SFAS No, 158 are effective for fiscal years ending after December 15, 2006 The Company
currently uses a measurement date of November 30 and will be required to change the measurement date to
December 31 for the vear ended December 31, 2008 The Company adopted the provisions of SFAS No. 158 as of
December 31, 2006 LY
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In February 2007, the FASB issued SFAS No. 159, “The Fair Value Opt|on for Financial Assets and Financial
Liabilities — Includmg an amendment of FASB Statement No. 115", or SFAS No, 159, This standard permits, but
does not require, all entities to choose to measure eligible items at fair value at spec|f|ed election dates. For
itemns for which the fair value option has been elected, an entity would report unrealized gains and losses in
earnings at each subsequent reporting date. SFEAS No. 159 is effective as of the beglnnmg of an entity’s first fiscal
year beginning-after November 15; 2007. The Company is not eiectlng to adopt the provisions permitting the
measurement of ellglble financial assets and liabilities at January 1, 2008 usmg the fair value option.

In June 2007, the FASB reached a consensus on Emerglng Issues Task Force, or EITF, Issue No 06—11 Accounhng
for Income Tax Benefits of Dividends on Share-Based Payrnent Awards”, EITF Q6-11 requires companies to recog-
nize as an increase to-additional paid-in capital the income tax benefit realized from dividends or dividend equiv-
alents that are charged to retained earnings and paid to employees for nonvested equity-classified empioyee
share-based payment awards. EITF 06-11 is effective for fiscal years beginning after December 15, 2007. The
Company does not expect EITF 08-11 will have a material impact on its financial condition or results of operations.

In June 2007, the FASB reached a consensus on EITF'Issue No. 07-03, “Accounting for Nonrefundable Advance
Payments for Goods or Services to Be Used in Future Research and Development‘ Activities”. EITF 07-03
requires companies to defer and capitalize, until the goods have béen delivered or the related services have
been rendered, non-refundable advance payments for goods that will be used or services that will be performed *
in future research and development activities. EITF 07-03 is effective for fiscal years beginning after December
15, 2007. The Company does not expect EITF 07-03 will have a matenal |mpact on its ﬁnancnal condition or

results of operations.

in December 2007, the FASB reached'a consensus on EITF Issue No. 07-01, “Accounting for Collaborative
Arrangements™ EITF 07-01 defines collaborative arrangements and establishes reporting [equirernents for trans-
actions between participants in a collaborative arrangement and between_participants in the arrangement and
third parties. EITF 07-01 also establishes the appropriate income statement presentation and classification for -
joint operating activities and payments between participants, as well as the required disclosures related to these
arrangements. EITF 07-01is effective for fiscal years beginning after December 15, 2008. The Company does not
expect EITF 07-01 will have a material impact on its financial condition or results of operations.

In December 2007, the FASBE issued SFAS No. 141 {revised 2007), “Business Combinations”, or SFAS 141(R). FAS
141(R) expands the definition of a business and a business combination, requires that: the purchase price of an
acquisition, including the issuance of equity securities to be determined on the acquisition date, be recorded at
fair value at the acquisition date; all assets, liabilities, contingent consideraticon, contingencies and in- process
research and development costs of an acquired business be recorded at fair value at the acquisition date; acqui-
sition costs generally be expensed as inctrred; restructuring costs generany be expensed in periods subsequent
to the acqmsutlon date; and changes be made in accounting for deferred tax asset valuation allou{ances and
acquired income tax uncertainties after the measurement period to impact income tax expense. SFAS 141(R)
applies prospectively to business combinations for which the acquisition date is on or after the begannmg of the
first annual reportlng penod beginning on or after December 15, 2008. The Company is currently evaluating the
impact SFAS 141(R) will have on its financial condition or results of operations.

In December 2007, the FASB issued S5FAS No. 160, "Noncontrolling Interests in Consolidated Financial

Statéments — an amendment of ARB No. 51", or SFAS 160. SFAS 160 amends ARB 51 to establish accounting

and reporting standards for the noncontrolling interest in a subsidiary and for the deconsclidation of a subsid- -
iary. An ownership interest in subsidiaries held by parties other than the parent should be presented in the con-
solidated statement of financial position within equity, but separate from the parent's equity. SFAS 160 requires - -
that changes in a parent’s ownership interest while the parent retains its controlling financial interest in its
subsidiary should be accounted for similarly to equn:y transactions. When a subsidiary is deconsolidated, any

- retained noncontrolling equity investment should be initially measured at fair value, with any gain or loss

recognized imearnings. SFAS 160 requires consolidated net income to be reported at amounts that include the
amounts attributable to both the parent and the noncontrollmg interest. 1t also requires disclosure, on the face
of the consoclidated income statement, of the amounts of consolidated net income attributable to the parent
and to the noncontrollmg interests. SFAS 160 is effective for fiscal years, including interim periods within those
fiscal years, beglnmng on or after Detember 15, 2008. The Company is currently evaluatlng the impact SFAS
160 will have on its financial condition orresults of operations. -

REVENUE RECOGNITION - : S

'
The Company records revenue from contracts, other than time-and-material contracts, dn a proportional
performance basis in its Development and Discovery Sciences segments. To measure performance’ on a given




date, the Company compares direct costs through that date to estimated total direct costs to compiete the
contract. Direct costs relate primarily to the amount of labor and Jabor related overheéd costs for the delivery
of services. The Company believes this is the best indicator of the performance of the contractual obligations.
Changes in the estimated total direct costs to complete a contract without a corresponding proportional
change to the contract value result in a cumulative adjustment to the amount.of revenue recoénized in the
period the change in estimate is determined. For time-and-material contfacts in both its Development and -

Discovery Sciences segments, the Company recogriizes revenue as hours are worked, multiplied by the applica-

ble"hourly rate. For the Company’s Phase |, laboratory and biomarker businesses, the Company recognizes '

revenue from unitized contracts as subjects or samples are tested, multiplied by the applicable unit price. The

Company offers volume discounts to its large customers based on annual volume thrésholds. The Company
records an estimate of the annual volume rebate as a reduction of revenue throughout the period based on the
estimated total rebate to be earned for the perlod

In connection with the management of clinical trials, the Company pa_ys. on behalf of its clients, fees to investi-
gators and fest subjects as well as other out-of-pocket costs for items such as travel, printing, meetings and .

. courters. The Company's clients reimburse the Company for these costs. As requiréd by EITF 01-14, amounts
. paid-by the Company as a principal for out-of-pocket costs are included in direct costs as reimbursable out-of-

peocket expenses and the reimbursements the Company receives as a principal are reported as reimbursed out-

“of-pocket revenue: In the statements of operations,-the Company combines amounts paid by the Company as

an agent for out-of-pocket costs with the corresponding reimbursements, or revenue, the Company receives as

an agent. During the vears ended December 31, 2005, 2606 and 2007, fees paid to investigators and other fees |

the Company pald as an agent and the associated reimbursements were apprommately $279.8 million, $292.6 -
million and $335.7 million, respectively., :

Most of the Company's contracts can be terminated by the client either immediately or after a specified period

- following notice. These contracts typically require the client to pay the Company the fees earned to date, the

fees and expenses to wind down the study, and, in some cases, a termination fee or some portion of the fees or
profit that the Company could have earned under the contract if it had not been terminated early. Therefore,
revenue recognized prior to cancellation generally does not require a significant adjustment upon cancellation.
Hf the Company determines that a loss will result from the performance of a contract, the entire amount of the
estimated loss is charged against income in the perlod in which such determination is made, '

The D|scovery Suences segment alse.generates revenue from tume to time in the form of milestone payments in
connectlon with licensing of compounds. The Company only recognizes milestone payments as revenue if the
specified milestone is achieved and accepted by the client, and continued performance of future research and
development services related to that milestone is not required. ’ '

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of unrestricted cash accounts that are not subject to withérawal restrictions
or penalties, and all highly liguid investments rated A or better by $tandard & Poor's or Moody's that have a
maturity of three months or less at-the date of purchase. .

Supplemental cash flow information consisted of the following:

-
- . Year Ended December 31,

. 2005 2006 2007
Cash paid for interest, including amounts capitalized 7 $ 1,129 % 1,957 $ 2,396
Cash paid for income taxes, net of refunds . - $ 33727 % 60,391 $ 65,902
Accrued-property and equipment purchases . . $ 1,920 % 10,277 % 7,434

See Note 2 for non-cash investing and financiné activities related to the 2005 acquisition of Biomarker services
from SurroMed, Inc.

PAYABLES TO INVESTIGATORS AND INVESTIGATOR ADVANCE.S

Billings and payments to investigators are based on contractual agreements that can differ from the accrual

of the related costs. The Company generally recognizes investigator costs based-upon the status of the work
combleted as a percentage of the total procedures required under the contract or based on patient enroliment
over the term of the contract. The Company classifies payments made in excess of the accrued costs as investi-
gator advances and accrued costs in excess of amounts paid as payab!es to investigators in its consolidated

-balance sheets.

[
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INTERNAL USE SOFTWARE

INVENTORY

The Company values invertories, which consist principally of laboratory supplies, at the lower of cost (f|r5t -in,
first-out'method) or market. As of December 31, 2006 and 2007, prepaid expenses and other current assets
included inventories totaling $2.7 million and $2.8 million, respectively.

PROPERTY AND EGQUIPMENT - i . ‘ .

Property and equiprment are stated at cost less accumulated depreciation. Deprematlon is recorded using the
straight-line method, based on estimated useful lives of 40 years for buildings, five years for laboratory equip-

“ment, two to five years for software, computers and related equipment and five to ten years for furniture and
equipment, except for aircrafts which are depreciated over 30 years. Leasehold improvements are depreciated

over the shorter of the respective lives of the leases or the useful lives of the improvements. Property under
capital leases is depreciated over the life of the lease or the service life, whichever is shorter. .

The Company accounts for internal use software in accordance with the provisions of AICPA Statement of '
Position No. 98-1, "Accounting for. the Costs of Computer Software Developed or Obtained for Internal Use”,
which requires certain direct costs and interest costs incurred during the application stage of development to
be capitalized and amortized over the useful life of the software. '

. V- )

OPERATING LEASES

.The Company records rent expense for operating leases, some of which have escalating rentals over the term ‘of

the lease, on a straight-line basis over the initial effective lease term. The Company begins amortization on the
date of initial possession, which is generally when the Company enters the space and begins to make improve-
ments in preparation of intended use. The Company accounts for the difference’between rent expense and rent

* paid as deferred rent. For tenant improvement allowances, rent holidays and other lease incentives, the

Company records a deferred rent liability at the inception of the leaseterm and amortizes the deferred rent
over the term of the lease as a reduction to rent expense. )

GOODWILL

The excess of the purchase price of a business acqmred over the fair value of net tangible assets, identifiable
intangible assets and acquired in-process research and development costs at the date of the acquisition has

. been assigned to goodwill. In accordance with SFAS 142, “Goodwill and Other Intangible Assets”, the Company

evaluates goodwill for impairment on an annual basis or more frequently if events or'changes in circumstances
indicate that goodwill might be impaired. In the event goodwill is impaired, the impairment could have a

" material adverse effect on the Company’s financial condition and results of operations.

REALIZABILITY OF CARRYING VALUE OF LONG-LIVED P}SSE'TS

The Company reviews the recoverability of long-lived and finite-lived intangible assets when circumstances
indicate that the carrying amount of assets may not be recoverable This evaluation is based on various analy-
ses, including undiscounted cash How projections. In the event undiscounted cash flow projections indicate
impairment, the Company would record an impairment based on the fair value of the assets at the date of the
impairment. In 2005, 2006 and 2007, the Company recorded no material |mpairments of long- nved assets.

SHORT TERM INVESTMENTS -

The Company accounts for its investment in marketable securltles in accordance with SFAS No. 115, "Accountmg
for Certain Investments in Debt and Equity Securities”. The Company’s short-term investments are classified as
available-for-sale securities due to manégement's intent regarding these securities. The Compény determines
realized and unrealized gains and losses on short-term investments on a specific ide'ntiﬂcation basis.

INVESTMENTS - - ' -

. The Company has equity investments in publicly traded entities. The Company classifies investments in market-

able equity securities as available-for-sale securities and measures them at market value. The Company deter-
mines realized and unrealized gains and losses on equity investments in publicly traded entities ona specific )
identification basis. The Company records net unrealized gains or losses associated with investments in publicly
traded entities as a component of shareholders’ equity until they are realized or until an other-than-temporary
decline has occurred. The market value of the Company’s equ_ity investments in publicly traded entities is based

on the closing p-rice as'quoted by the applicable stock exchange or market on the last day of the reporting

period. The Company classifies its equity investments in.publicly traded companies as long-term assets'due_to




~

the Company's ability to hold 'its investments long-term, the strategic nature of the investment and the tack of
I|qU|d|ty in the public markets for these securities. -

The Company also has investments in privately held entities in the form of equity and convertible debt instru-

ments that are not publicly traded and for which fair values are ndt readily determinable. The Company records “

all of its investments in private entities at cost. The Company determines realized and unrealized gains and
losses on a specific identification basis. The Company assesses the net realizable value of these entities ona
quarterly basis to determine if thére has been a decline in the fair value of these entities, and if so, if the decline
is other-than-temporary. This quarterly review includes an evaluation of the entity, including, among other ’
things, the market condition of its overall industry, historical qnd projectéd financial performance, expected cash
needs and recent funding events, as well as the Company’s expected holding period and the length of time and

_the extent to which the fair value of the investment has been less than cost. - -

UNBILLED SERVICES AND UNEARNED INCOME

In general, prerequisites for billings are established by contractual provisions, including predetermined payment
schedules, the achie\;ement of contract milestones or submission of appropriate billing detail. Unbilled services
represent revenue recbgnized to date for which amounts are currently unbillable to the customer pursuant to

contractual terms. Conversely, unearned incorhe is recorded for cash received from customers for which revenue
has not been recognized at the balance sheet date. , . ,

INCOME TAXES

Income taxes are computed using the asset and liability approach, which requires the recognition of deferred
tax assets and liabilities for the expected future tax consequences of events that have been recognized in the
Company's financial statements or tax returns. In estimating future tax consequences, the Company generailly
considers all expected future events other than enactment of changes in tax law or rates. If it is more likely than
not that some or all of a deferred tax asset will not be realized, the Company records a valuation allowance.

CONCENTRATICON OF CREDIT RISK

SFAS No. 105, “Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk and Financial
Instruments withr Concentrations of Credit Risk”, requires disclosure of infermation about financial instruments
with off-balance-sheet risk and financial instruments with concentrations of credit risk. Financial instruments

“that subject the Company to concentrations of credit risk consist principally of accounts receivable, cash
“equivalents and short-term investments. .

. The Company’s clients are primarily pharmaceutical and biotechnelogy companies and academic and gbvern-

ment organizations. No single client accounted for more than 10% of the Company's net revenue in 2005, 2006
or 2007. Concentrations of credit risk with respect to accounts receivable are limited to a degree due to the _
large number of clients comprising the Company’s client base. No single client accounted for more than 10% of
the Company's accounts receivable balance as of December 31, 2006. One customer accounted for 13.3% of
accounts receivable at Decémbef' 31, 2007. The majority of this customer accounts receivable balancg at
December 31, 2007 was less than 60 days old, so the Company does not deem this receivable a risk to the
financial condition‘or results of operations at this time. The Company performs ongoing credit evaluations of
¢lients’ financial condition and, generally, does not require collateral. The Company maintains allowances for
potential credit-osses and these losses, in the aggregate, have historically not exceeded estimates.

The Compény's cash equivalents consist principally of bonds and 'money market funds. Bank deposits exceed
the FDIC insurance limit. Based on the nature of the financial instruments and/or historical realization of these -
financial instruments, the Company believes they bear minimal credit risk. At December 31, 2007, short term

investments were generally triple-A rated municipal and government securities. -

COMPREHENSIVE INCOME

The Company has elected to present comprehensive income and its components in the statements of sharehold-
ers’ equity. The components of comprehensive income are net income and all other non-owner changes in equity.
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The balances in accumulated other comprehensive income were as fallows:

.

- N - ’ , December 3 1,

- R 2006  ..2007
Translation adjustment v ) : R - $ 14,487 % - 24,487
Minimum pension liability, net of tax . - ~ ) ' - (4,489) {7,235)
. Adjustment to initially apply SFAS No. 158, net of tax oo CE273) -
Fair value of hedging transaction, net of tax . : } . - ‘(‘I ,095) ‘ LT
Unreaiized gain {loss) on investment, net of tax - o ) ~ 357 (939)
Total E - $ 7082 § 15218

FOREIGN CURRENCY TRANSLATIONS AND TRANSACTIONS

The Company translates assets and liabilities of foreign operations, where-the functional currency is the local
currency, into U.S. dollars at the rate of exchange at each reporting_date. The Company translates income and
expenses at the average rates of exchange prevailing'during the month in which a transaction occurs. Gains or
losses from translating foreign currency financial statements are recorded in other comprehensive income. The -
changes in cumulative translation adjustment included in other comprehensive income for the years ended
December 3}, 2005, 2006 and 2007 totaled $10.1) million, $9.7 million and $10.0 million, respectively. Foreign
cutrency transaction gains and losses are included in other income, net. Foreign currency transaction gain-s
during 2005, 2006 and 2007 were $2.1 million, $2.8 miltion and $6.2 million, respectively. Foreign currency
transaction losses durlng 2005, 2006 and 2007 were $2.4 million, $49 mllllon and $64 millibn, respectively. - B
‘ EARNINGS PER SHARE . ~
The Company computes basic income per share information based on the weighted average number of commoen
shares outstanding during the year. The Company computes diluted income per share information based on the
weighted average number of common shares outstanding during the year plus the effects of any dilutive com-
mon stock equivalents. The Company excluded 215,800 shares 130,100 shares and 244,257 shares from the cal-
culation of earnings per diluted share during 2005, 2006 and 2007, respectively, begause they were\ant|d|lutwe '

¢

- STOCK- BASED COMPENSATION - . ’

Effective January1 20086, the Company adopted SFAS No. 123 (revised) "Share-Based Payment”. Accordingly, S
the Company measures stock-based compensation cost at grant date, based on the fair value of the award, and
recognizes it as expense over the employee’s requisite service period. In accordance with the modified retro-
spective application method, the Company has adjusted its financial statements for all periods prict to" January
1, 2006 to give effect to the fair-value based method of accountlng for all awards granted in fiscal years begin- .
ning after December 15, 1994. i - N

~

' ADVERTISING COSTS : ' ‘

The Company charges advertlsmg costs to gperations as lncurred Advertismg costs were approximately $0. 8
million, $0.9 million and $1.8 million for-the years ended December 31, 2005, 2006 and 2007, respectlvely

RESEARCH AND DEVELOPMENT COSTS

|
|

| .
| The Company charges research 'and development costs to operations as incurred. Research and development -

| costs are dlsclosed on the consolldated statements of aperations.

I USE OF ESTIMATES

The preparatton of financial statements in conformlty with accounting principles generally accepted in the

United States of America requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of_the financial
statements and the reported amounts of revenues and expenses durlng the reporting period. Actual results —
could differ from those estimates: - . :

- 0
'

¢

~
¢

.

'

- 2. Acquisitions - - : _ . : .

niumbers in tables in thousands . i . N .

N\
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in February 2005, the Company completed its acquisition of substantially all of the assets of SurroMed, Inc.'s
biomarker business. This biomarker business is now part of the Discovery Sciences segment of the Company. In -
exchange for the assets, the Company surrendered to SurroMed all shares of SurrcMed preferred stock it held.

1)
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As additional consideration for the acquisition, the Company assumed approximately $3.4 million of SurroMed
liabilities under capital leases and additional operating liabilities, and agreed to guarantee repayment of up to
$1.5 million under a SurroMed bank loan. In accordance with the requirements of FASB Statement No. 5,
“Accounting for Contingencies”, as clarified by FASB Interpretation No. 45, the Company recorded a liability for
the estimated fair value of the net obligation it assumed under this guarantee. The Company’'s guarantee
expired on December 31, 2006. The capital leases were paid off in the fourth quarter of 2007. In connection
with the acquisition, the Company recognized a.pre-tax gain on exchange of assets of $5.1 million, primarily.
related to the $4.9 million gain on the termination of a preexisting facility lease arrangement with SurroMed in
accordance with EITF Q4-01, Accountlng for Preemstmg Relationships between the Parties to a Business
Combinaiion" The Company determined the fair value of the leasing arrangement based on the discounted *
cash flows of the difference between the future required rental payments under the lease agreement and the
market rate for similar facilities as of the closing. .

The Company accounted for this acquisition using the purchase method of‘accounting‘), utilizing appropriate fair *
. value techniques to allocate the purchase price based on the estimated fair values of the assets and liabilities.
Accordingly, the Company included the estimated fair value of assets acquired and liabilities assumed in its
consolidated balance sheet as of the effective détg of the acquisit'ion. -

The Company allocated the total purchase price for the SurroMed acquisition in 2005 to the estimated fair
value of assets acquired and liabilities assumed as set forth in the following table:

Condensed balance sheet: .

.

Current assets ) $ 186 -
Property and equipment, net _ . 8,780 -
Deferred rent and other . i ' (742).
Current liabilities - . ‘ : (3,512
tong-term liabilities . ' ‘ . (2.267)

Value of unidentifiable intangible assets: o
Goodwill . . 33,001

" Total ) $- 35446

Goodwill related to SurroMed is deductible for tax purposes.

The Company included the results of operations from the biomarker assets acquired in the Company’s
consolidated statements of operations as of and since February 1, 2005, the effective date of the acquisition.

Pro forma results of operations for the full year ended December 31, 2005 have not been presented because N
the financial results, related to the biomarker assets for the one-month perlod ended January 31, 2005 are not
material to the consolidated statements of operatlons

3. Accounts Receivable and Unbitled Services. L

" numbers in tables'in thousands

Accounts receivable and unbilled services consisted of the followmg amounts on the dates set forth below:

December 37,

- ’ 2006 2007
Tradé:
Billed . . $ 273941 $ 302429
- Unbilled o . . . 141,423 186,112
Provision for c;oubt‘ful accounts " (6447) ° (7,068)

$ 408917 $ 481,477

The Company derived 22.6% and 27.0% of its acfc,ounts receivable and unbilled serviceg from operations outside
the United States as aof December 31, 2006 and 2007, respectively. Of these amounts, the Company derived
65.3% and 61.9%_. from operations in the United Kingdom as of December 31, 2006 and 2007, respectiveiy.

- * -
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Change in provision for doubtful accounts consisted of the following:

Year Ended December 31, )
2005 2006 ~ 2007
Balance at beginning of year . $ 4102 % 3926 % 6,447
Additions charged to costs and e;(penses ] : ' 156 . 3288 - 2,181
Invoice write-offs N " - {302) (765) (1,564)

Batance at end of year ' 3 3926 % 6,447 S 7.064

4. Property and Equipment

numbers in tables in thousands

Property and equipment, stated at cost, consisted of the following amounts on the dates set forth below:

Il

December 31,

. _ - " 2006 2007
Land . _ ' _ $ 6987 $ 6,761
Buildings and leasehold improvements . ‘ S. 87,106 214,842
* Construction in progress : - . 114,510 18,758
Furniture and equipment : 170,230 194,187
Computer equipment and software ‘ ‘ , “ 143,313 171,790 .
‘522,446 606,338
less accur!;ulated depreciation and amortization {198,907) (250,149)

$ 323539 $ 356,189

-Capitalized costs i‘or the new corporate headquarters‘ facility in Wilmington, North Carolina, included in construc-

tion in progress as of December 31, 2006 and 2007 were $104.5 million and $0.3 million, respectively. During the
year ended December 31, 2007, the Company capitalized the new corporate headquarters building, related park-
|ng facility, and furniture and equipment for the new building. During 2006 and 2007 the Company capitalized

" interest of approximately $2.5 million and $1.4 million, respectively, relating to the constructlon of the facility.

As of December 31, 2006, the Company owned a building in Kersewell, Scotland, with a net book value of $1.3
million. The Company classified this building as available for sale and included it in prepaid expenses and other’
currént assets on its consolidated balance sheet as of December 31, 20086. This building housed employees per-
forming work in the Development segment of the Company. In January 2007, the Company sold this building
for approximately 1.4 milfion, resulting in a gain of $0.1 million included in selling, genera! and administrative
expenses on the Company’s consolidated statement of operations. -

The Company owns a building and land in Leicester, England, with a net book value of $2.4 million as of
December 31, 2007. This building housed employees performing work in the Phase | business unit of thé.
Development segment of the Company prior to the closure of that business unit. The Company classified this
building as available for sale and included it in prépaid expenses and other current assets on its consolidated bal-,
ance sheet as of December 31, 2007. The net boak value at December 31, 2007 was based on offers from external
parties. During the fourth quarter of 2007, the Company recorded a loss of $0.2 million which is included in sell- -
ing, general and administrative expenses on the Company's consolidated statement of-operations. The Company
is seekmg to dispose of the property and expects to close on this transaction in the first quarter of 2008.

Property and equipment under capital leases, stated at cost consisted of the following amounts on the dates
set forth below: -

) - December 31
- _ 2006 2007

Leasehold improvements . ! $ 824 $ -
Computer eqﬁipment and software : ) _ 656 -
Furniture and equipment 1,976 -
| : 3456 —

Less accumulated depreciation and amortization . {2,139 -
- ) - 3 1,317 $ -




5. Goodwill and Intangible Assets

numbers in tables in thousands ' .

Changes in the carrylng amount of goodwill for the twelve months ended December 31, 2006 and 2007, by
operating segment, were as follows:

Discovery
i Development  Sciences Total
Balance as of January 1, 2006 . $ 155267 § 53616 $ 208,883
Translation adjustments . ., 3.499 - 3,499
Balance as of December 31, 2006 . - 158,766 53,616 212,382
Translation adjustments ' ) 3,238 - 3,238
Balance as of December 31, 2007 $ 162,008 $ 53,616 % 215‘,620

’ ]

Information regarding the Company’s other intangible assets foilows:

December 31, 2006 ) December 31, 2007

Carrying Accumulated Carrying Accumulated
Amount  Amortization Net Amount Amortization Net
Backlog and customer relationships $ 543 % 447 % 9 $ 308 § 275 & 33
License and royalty agreements 4,500 2,582 1,918 2,500 831 1,669
. Total - ’ $ 5043 § 3029 § 2014°'S 2808 $ 1,106 § 1,702

* The Company amortizes all intangible assets on a straight-line basis, based on estimated useful lives of three to
five years for backlog and customer relationships and three to ten years for license and royalty'agreements. The
weighted average amortization period is 5.0 years for backiog and customer relationships, 10.0 years for license
and royalty agreements and 9.5 years for all intangibles collectively. .

Amortizatién expense for the twelve months ended December 31, 2005, 2006 and 2007 was $11 million, $0.6
millicn and $0.3 million, respectively. As ofrDecember 31, 2007, estimated amortization expense for each of the
. next five years is as follows: . .

2008 - $ 283
2009 - 250
2010 ' 250

co20m 250 .
2012 250
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6. Short-term Investments and Investments ' .
numbers in tables in thousands )

Short- term investrents, which are composed of available- for sale securities, and mvestments consisted of the
following amounts on the dates set forth below:

.

Decamber 37,

]

2006

2007

Short-term investments: - ' . -

133,700 $ 209,475

Auction Rate Securities * . . ~ $
Other'municipal debt securities 114,524 111,230
Other debt securities - - 4,165 5,908
Preferred stock N 3,487 4,344
Total short-term investments . '§ 255876 $ 330,957
Investments: . N '
Cost basis investrments: t i -

- Bay City Capital Funds $ .3200 § 5449
A.M. Pappas Life Science Ventures m, L.R. - ° 1,188 i,529
Other equity investments ' 750 750

Total cost basis investments 5,138 7,728

- ’Marketable equity securities: B i ' ‘. h
_BioDelivery Sciences International, Inc. 2,394 1,653
Accentia Biopharméceuticals, Inc. 14,946 ) . 14,006
Total marketable equity securities 17,340 15,659
Total investments - .- S $ 22478 § 23,387

SHORT-TERM INVESTMENTS

As of December 31, 2006 and 2007, the Company had short-term investments in Auction Rate Sec:untles or
ARS, various other debt securities and preferred stock. As of December 31, 2006 and 2007, the Company had
unrealized gains of $0.2 million and $0.4 million, respectwely and unrealized 10sses of $0.3 million and $2.1
milljion, respectively, associated w1th its investments in other municipal debt secuntles There were no gross

* realized gains or losses on these securities in 2005, 2006 and-2007, - ) -

The Company held approximately $209.5 million in tax-exempt auction rate securities at December 31, 2007,
The Company does not believe that these investments have been impaired as a result of the recent sub-prime
mortgage market crisis. The Company’s investments in auction rate securities consist principally of interests in

’ 90vernment guaranteed student loans and insured and uninsured municipal debt obligations. None of the

auction rate securities in its portfoho were asset or mortgage-backed, and as of December 31, 2007 there had |

. been no failed auctions for securities the Company held. During February 2008, a significant number of auctlon

rate securities auctions began to fail, including auctions for approximately $123.3 million of securities held by

" the Company as of February 22, 2008 As a result of these failed auctions or future failed auctions, the

Company may not be able to nqutdate these securities until a future auction is successful the issuer'redeems
the outstanding securities or the securities mature. If the Company determines that an issuer of the securities is
unable to successfully close future auctions or redeem or refinance the obligations, the Company might have to
reclassify the investments from a current asset to a non-current asset. If an issuer's financial stability or credit

" rating deteriocrates or adverse developments occur in the bond insurance market, the Company might be
. requwed to adjust the carrying value of its auction rate securities through a future impairment charge. The

Company has evaluated the market conditions and credit worthiness of the i issuers of its auction rate securities
and has determined that there have been no decreases in market value. )

The estimated fair value of short- term investment securities at December 3L 2007 by contractual maturity, was

as follows: - - : )
’ Due in 1 year or less $ 80,242
. . Due in 1-5 years 49,654
. . Due in 5-10 years 13,609
. Due after 10 years 187,452‘
- - $ 330,957

»




INVESTMENTS

The Company had long-term investments in marketable securities as of December 31, 2006 and 2007. As of
December 31, 2006 and 2007, gross unrealized gains were $0.7 million and $0.3 million, respectively. There
were no gross unrealized losses as of December 31, 2006 or 2007.

During 2005, the Company recorded charges to earnings for other-tﬁan-temporary declines in-the fair market
value of its cost basis investments of $5.6 million, which included $1:6 million related to the outstanding balance
of a revolving fine of credit that was guaranteed by the Company, and its marketable equity securities of $0.3
million. The writé-downs were due to a business failure, current fair market values hlstoncal and projected
performance and liquidity needs of the investees. -

During 2007, the Company recorded charges to earnings of $0.7 million for an other-than-temporary decline in
the fair market value of its investments in Accentra Biopharmaceuticals, Inc. The write-down was based on a
decrease in the publicly quoted market price that Company management believes was other-than- temporary
due to the tength of time the stock had been trading below the Companys cost basis and its projected near-
term performance.

In September-2005, the Company became a limited partner in Bay City Capitat Fund 1V, L.P., a venture capital
fund established in July 2004 for the purpose of investing in life sciences companie's. The Company has com-
mitted to invest up to a maximum of $10.0 million in this fund. Aggregate capital calls through December 31,
2007 were $5.1 million. Because no capital call can exceed 20% of the Compaoy‘s aggregate capital commit--
thent and the Company's capltal commitment will expire in Jung 2008, the Company anticipates its remaining
capital commitment of $4.9 mitlion will be made through a series of future capital cqlls over the next several
years. The Company owned approximately 2.9% of the Bay City Fund IV as of December 31, 2007

In May 2007, the Company became a limited partner in Bay City Capital Fund V, L.P, a venture capital fund
established for the purpose of investing in life sciences companies, The Company has committed to invest up to
a maximum of $10.0 million in this fund. Aggregate capital calls through December 31, 2007 were $0.4 million.
Because no capital call can exceed 20%.of the Cempany's aggregate capital commitment and the Company's
capital commitment will expire in October 2012, the Company anticipates its remaining capital commitment of
$9.6 million will be made through a series of future capital calls over the next several years. The Company
owned approximately 2.0% of the Bay City Fund V as of December 31, 2007. . :

In November 2003, the Company became a limitéd partner in A. M. Pappas Life Science Ventures lIl, L.P, a
venture capital, fund establlshed for the purpose of making investments in equity securities of privately held
companres in the life sciences, healthcare and technology industries. The Company has commltted to mvest up -
to a maximum of $4.8 million in this fund. Aggregate capital calls through December 31, 2007 were $1.9 mnlhon
Because no capltal call can exceed 10% of the Company’s aggregate capital commitment and the Company’s
‘capital commitmeqt will expire in May 2009, the. Company anticipates that its remaining capital commitment of
$2.9 million will be madé throuéh a series of future capital calls over the next two vears. In January 2007, the
Pappas Fund made a cash distribution to its owners of which the Company’'s portion was approximately $0.4
million. The Company owned approximately 4.7% of the Pappas Fund as of December_31, 2007. .

In October 2007, the Company executed a Subscription Agreement to became a limited partner in A. M, Pappas
Life Science Ventures IV, L.P, a venture capita! fund established for the purpose of making investments in equity
securities of privately held companies in the life sciences, healthcare and technology industries. The Company
has committed to invest up to a maximum of $6.0 million in this fund. There have not been any capitat calls.
Because a single capital call cannot exceed 10% of the company's.aggregate capital commjtment, the Company
anticipates its capital commitment will be made through a series of future capital calls over the term of its com-
mitment. The Company's'capi'tal cqmmi‘tment will expire on the fifth anniversary of the fund’s first investment.

In June 2002, the Company purchased approximately 0.7 million units of BioDelivery Sciences International, Inc.
Each unit consisted of one share of common stock and one warrant for common stock. In June 2007, the
Comipany sold all of its outstanding warrants at various prices for total proceeds of $0.1 million, resulting in a
loss of $0.2 million. In addition, the Company sold 125,924 shares ‘of common stock in BioDelivery Sciences
International for total proceeds of $0.5 miflion; resulting in a gain of $0.2 million. The Company owned approxi-
mately 3.6% of BioDelivery Sciences International’s outstandin?_:; commoen stock as of December 31, 2007

In April 2003, the Comipany purchased 2.0 million shares of Chemokine Therapeutics Corp. Series A convertible
preferred stock. In December 2004, Chemokine completed an ipitial public offering of its common stock in
Canada. In May 2006, the Company sold its 2.0 million shares of Chemokine Therapeutics Corp. preferred stock
for total consideration of $1.5 million and recorded a gain on sale of its investment of $0.8 million in other
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income, net, in the Company’s consolidated statements ‘of operatuons In addition, the Company surrendered its
license rights to Chemokine’ s compound CTCE- 0214 |n ‘exchange for $0. mllllon and potential mllestone pay- .
ments up to $2.5 million. .

In 2004 and 2005, the Company purchased 15.0 million shares of Accentia Biopharmaceuticals, Inc. Series E -
convertible preferred stock. Accentia’s Series E convertible preferred stock paid a dividend based on a percent-
.age of net sales of certain Accentia product§ The Company received dividends in excess of Accentia’s earnings
in 2005 and thus recorded these as a reduction of cost of the investment in Accentia. On October 28, 2005,
Accentia completed its initial public offenng of 2.4 million shares of common stock for 58 00 per share. Upon
completion of the initial public offering, the Company’s 15.0 million shares of Series E convertible preferred .
stock were converted to 4.3 million shares of common stock. Th_é Company owned approxim'ately 10.1% of the
outstanding capital stock of Accentia as of _Decer;nber 31,.2007. Accentia is a specialty biopharmaceutical

- company focused on the development and commercialization of_late-stage clinical products in the areas of
respiratory disease and oncology. .

7. Other Accrued Expenses

numbers in tables in thausands . .

" Other accrued expenses copsisted of the following amounts on the dates set forth below:

) - December 31”7
2006 2007

¢+ Accrued salaries, wages, benefits and related costs $ 87441 § 91,219

Other ’ - 61586 76,016

‘ ’ . - $ 149,027 $ 167,235

8. Long-Term Debt, Debt Instruments‘and Lease Obligations

numbers in tables in thousands

LONG-TI‘E‘RM DEBT = - .

"Long-term debt consisted of._the following amounts on the dai’.es set forth b'e!ow:
‘' December 31,

: o . ' " 2006 2007
Construction loan facility ) - $ 74833 3§ R
Capital leases : e 326 -

75,159 -
Less: current maturities . . ’ i {75,159 ‘ -

- - ) $ - $ --

REVOLVING CREDIT FACILITY

. Effective July 1, 2007, the Coémpany renewed its $50.0 m‘illion revo[ving line of credit facility with Bank of
Amenca N.A. Indebtedness under the facility is unsecured and subject to covenants relatung to financial ratios
and restrictions on certain types of transactions. This revolving credjt facmty does not expressly restrict or limit
the payment of dividends. The Company was in compliance with all loan covenants as of December 31, 2007.
Qutstanding borrowings under the facility bear interest.at an annual fluctuating rate equal to the one-month
London interbank Offered Rate, or LIBOR, plus a margin of 0.6%. Borrowings under this credit facility are avail-
able to provide working capital and for general corporate purposes. This credit facility is currently scheduled to
expire in June 2008, at which time any outstandmg batance will be due. As of December 31, 2007, o borrow-
ings were outstanding under this credit facility, although the aggregate amount available for borrowing had
been reduced by $1.8 million due to outstanding letters of credit issued under this facility. -
CONSTRUCTION LOAN FACILITY

In February 2008, the Company entered into an $80.0 million construction loan facility with Bank of Amerlca
N.A. Borrowings under this credit facility wére used to finance the construction of the Company's new corporate
headquarters building and related parking facility-in wilmington, North Carolina, and bore interest at an annual
fluctuating rate edual to the one-month LIBOR plus a margin of 0.6%. Interest on amounts bqrrpwed ‘under this
construction loart facility was payable quarterly. The credit facility was scheduled to mature in February 2008,
but in May 2007 the Company repaid all outstanding borrowings under this facility, which totaled $74.8 million.




LEASE OBLIGATIONS

The Company is obligated under noncancellable operating leases expiring at various dates through 2021 relating
to its buildings and certain equipment. Rental expense for all operating leases, net of sublease income of $1l.1

" mitlion, $1.5 million and $1.8 million, was $37.5 million, $44.3 million and $48.1 million for the years ended
December 31, 2005, 2006 and 2007, respectively.

Certain facility teases provide for concessions by the tandlords, including payments for leasehold improvements
and free rent periods. The Company reflects these concessions as deferred rent and other in the accompanying
consolidated financial statements. The Company is recording rent expense on a straight-line basis for these leases.

As of December 31, 2007, future minimum payments for lease obligations for years subsequent were as follows:

2008 : $ 47,813

2009 . 41,716

2010 ' 35,429

2011 - R . 28,875

2012 _ - 24,792

2013 and thereafter 65,516

. 244,141

_ Less: sublease income T (14,255)

' $ 229,886 i

9. Accounting for Derivative Instruments and Hedging Activities ]
The Company enters’ifto foreign exchange forward and option contracts that are designated and qualify as
cash flow hedges under SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities”. The
Company recognizes changes in the fair value of the effective portion of these cutstanding forward and option
contracts in accumulated other comprehensive income, or OCI. The Company reclassifies these amounts from
OCl and recognizes them in earnings when either the forecasted transaction occurs or it becames probable that
the forecasted transaction will not oceur.

The Company recognizes changes in the ineffective portion of a derivative instrument in earnings in the current
period. The Comp'any measures effectiveness for forward cash flow hedge contracts by comparing the fair
value of the forward contract to the change in the forward value of the anticipated transaction. The fair market
value of the hedged exposure is presumed to be the market value of the hedge instrument when critical terms
match. The Company's hedaing portfolio ineffectiveness during 2005, 2006 and 2007 was $0, $0 and $0.3
million, respectivel\y. The Company records the ineffectiveness as a companent of dire_ct costs.,

The Company has s'iénificant international revenues and expenses, and related receivables and payables,
denominated in non-functional currencies in the Company’s foreign subsidia(iés. As a result, from time to time
the Company purchases currency option and forward contracts as cash flow hedges to help manage certain _
foreign currency exposures that can be identified and quantified. Pursuant to its foreign exchange risk hedging
policy, the Company may hedge anticipated and recorded transactions, and the related receivables and pay-
ables denominated in non-functional currencies, using forward foreign exchange rate contracts and foreign
currency options. The Company’s palicy is to anly use foreign currency derivatives to minimize the variability in
the Company’s operating results arising from foreign currericy exchange rate movements. The Company does
not enter into derivative financial instruments for speculative or trading purposes. Hedging contracts are
measured at fair value using déaler quotesf and mature within 18 manths from their inception. The Company's
existing hedging contracts will expire over the course of 2008, The Company expects to reclassify the current
loss pogitions of $1.3 million within the next 12 months from OCI into the income statement. ‘

The Company’s hedging contracts are intended to protect against the impact of changes in the value of the U.s.
dollar against other currencies and their impact on operatmg results Accordingly, for forecasted transactlons
subsidiaries incurring expenses in foreign currencies seek to hedge U.S. dollar revenue contracts. The Company
reclassifies OCl associated with hedges of foreign currency revenue into direct costs upon recognition of the
forecasted transaction in the statement of operations. At December 31, 2007, the face value of these foreign
exchange contracts were $560.0 million.

At December 31, 2006 and 2007, the Company's foreign currency derivative portfolio resulted in the Company
recognizing a liability of $0 and $1.9 million, respectively, as a component of other accrued expenses.

g
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10: Stock Plans o - : : o N

numbers in tables in thousands except years, percentages and per share data

The Company accounts for its share: based compensation plans using the provisions of SFAS No. 123 (revised),
Share Based Payment”. Accordingly, the Company measuras stock-based compensation cost at grant date,
based on the fair value of the award, and recognizes it as expense over the employee’s requjsite service period.

\

EQUITY COMPENSATION PLAN

The Company has an equity compensation plan (the “Plan”) under which the Company may grant stock
options, restricted stock and other types of stock-based awards to its employees-and directors. Total shares
authorized for grant under this plan are 21,._3 million. The exercise price of each option granted is equal to the

. market price of the Company's common stock on the date of grant and the maximum exercise term of each
option granted does not exceed ten years. Options are granted upon approvel of the Compensation Committee
of the Board of Directors and vest over various periods, as determined by the Compensation Committee at the
date of the grant. The majority of the Company's options vest ratably over a period of three or four yedrs. The
options expire on the earlier of ten’ years from the date of grant or within specified time limits following termi-
nation of employment, retirement or death. Shares are issued from the Company’s authorized but unissued
stock. The Company does not pay dividends on unexercised optlons As of December 31, 2007, there were 5 4
million shares of common stock remaining available for grant under the Plan. - :

For the years ended December 31, 2005, 2006 and 2007 stock based compensation cost totaled $14.7 m|II|on ’
£17.3 million and $18.9 million, respectively. The associated future income_tax benefit recognized was $5.2
million, $6.5 million and $6.9 million for the years ended December 31, 2005, 2006 and 2007, respectively. .

For the vears ended December 31, 2005, 2006 and 2007, the amount of cash received from the éxercise of
stock options was $23.0-million, $21.1-miltion and $20.2 million, fespectively. In connection with these exercises;
the actual excess tax benefit realized for the tax deductions by the Company for the years ended December 31,
2005, 2006 and 2007 were $8.6 million, $5.3 million and $4.8 million, respectively.

A summary of the option activity under the Plan at December 31, 2005, 2006 and 2007, and charmges durlng
the years, is presented below: *

o i oL . Weighted-

-

. . Weighted- Average
> . Average Remaining  Aggregate
T- . Exercise Contractual Intrinsic
. Shares’ Price Life Value )
Outstanding at January 1, 2005 : T~ 84692 $ ° 1570
Granted e 456 25.41
Exercised ‘ - (2,246) 10.24 -
Forfeited ' ' @18 . 1924 '
Outstanding at Degember 31, 2005 1 : 6484 $  18.05
Exercisable at December, 31, 2005 - . 2738 § 1482 )
Qutstanding at January 1, 2006 ’ . 6484 % 18.05
: Granted 7 1,780. 34.31
Exercised i {1,328) 15.90 - i
" Forfeited . . v T @30 2527
Expired - : O (20) 18.08
Outstanding at December 31, 2006 6486 & - 2244 - H
Exercisable at December 31, 2006 .7 2858 % 16.79 : o
Qutstanding at January 1, 2007 . oo 6,486 $ 22.46
Granted ' ’ 1,672 34.54
_ Exercised (1.202) 17.23
Forfeited . - U7 S 7 X 1
Expired : T (36 27.28 ‘
Qutstanding at December 31, 2007 : _ 6024 % 26.01 74years $ B6,543 -
. Exercisable at December 31, 2007 _ 3,054 $ 20.78 6.4 years $ 59,851

Vested or expected to vest at December 31, 2007 5921 % 25.52 7.3years $ 87,950




The following takle summarizes information about the Plan's stock optlons at December 31, 2007:

Options Qutstanding C Options Exercusable
- o Number  Weighted Average Weighted - Number Weighted
Range of . Outstanding Remaining Average Exercisable Average

Exercise Prices at 12/31/07  Contractual Life Exercisg Price  at 12/31/07  Exercise Price

"$ 1.95-% 21.00 Y1187 4.8 years $ 1369 - 1,182  § - 13.86
$ 21.01-$ 22.00 1,787 6.8 years £ 21.20 1,172 $ 21.20
©$ 22.01-% 33.00 . ) , 554 8.1 years * $ 28.82 268 $ 2751
$ 33.01-% 34.00 ' 1,002 9.1 years $ 3343 49 $ 3382
$ 34.01-% 42.29 , 1,493 8.6 years $_ 3542° 383 0§ 351t

’ 6,024 7.4 years $ ° 26.01 3054 § 2078

All options granted during the years ended December 31, 2005, 2006 and 2007 were granted with an exercise
price equal to the fair value of the Company’s comman stock on the grant date. The fair value of the Company’s
common stock on the grant dafe is equal to the Nasdaq closmg price of the Company’s stock on the date of
grant except for shares granted under the U.K. Subplan where the fair value of the Company's common stock
on the grant date is equal to the average of the high and low price of the Company’ s common stock on the
date of grant as reported by Masdaq. The weighted-average grant date fair vafue per share of options granted
during the years ended December 31, 2005, 2006 and 2007 was $12.11, $15.36 and $10.93, respectively, The
aggregate fair value’of options granted during the years ended December 31, 2005, 2006 and 2007 was $5.4
million, $27.3 million~and $18.3 million, respectively. The total intrinsic value (which is the amount by which the
market value of the Company's commen stogk exceeded the exercise price of the options on the date of
exercise) of options exercised during the years ended December 31, 2005, 2006 and 2007 was $35.1 million,
$24.4 million and $23.0 million, respectively. -

A summary of the status of unvested options as of December 31, 2007, and changes durlng the year then
ended, is presented below:

. - ' Weightea-
Average

‘ . ‘ ) ) Grant Date

Unvested options , - - _ Shares Fair Value
Unvested at January 1, 2007 ' ) . ' . 3628 s 12.64
Granted : . , 1672 . 10.93
Vested L : . , (1,485) +12.01
Forfeited ) - (845 11.95
_ Unvested at December 31, 2007 : 2970 1219

As of December 31, 2007, the total unrecognized comperisation cost related to unvested stock options was
approximately $31.2 million. The Company expects to recognize this cost over a weight’ed'-average period of 1.4
years in accordance with the vesting periods of the options. The total fair value of shares vested during the

years ended,.December 31, 2005, 2006 and 2007 was $16.4 million, $14.5 million and $21.4 million, respectively.

The Company estimates fair value of each option award on the grant date using the Black-Scholes option-
pricing’model. The following table indicates the assurnpt:ons used in estimating fair value for the years ended

December 31, 2005, 2006 and 2007, ’ . X
- ' 2005 2006 2007
Expected term (years). ’ B 5.00 450 4.00
" Dividend yield (%) S : 0.32 0.28-0.34  0.31-0.37
Risk-free interest rate (%) ' i Y435 436511 4.13-4.91
‘Expected volatility (%) ' . 5031 39.69-51.39 30..67-33.00

The expected term represents an estimate of the period of time options are expected to remain’outstanding
and is based on historical exercise and termination data. The dividend yield is based on the most recent divi-
dend payment over the market price of the stock at the beginning of the period. The risk-free intérest rate is
based on the rate at the date of grant for a zero-coupon U. S. Treasury bond with a term that approximates the
expacted term of the option. Expected volatilities are based on the historical volatility of the Cempany's stock
price over the expected term of the options.
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RESTRICTED STOCK B

The Company also awards shares of res'tricted stock to members-of senior management and the Company"s

- non-employee directors under the p!an The shares awarded to members of senior management are generally
subject to a three-year linear vesting schedule with ‘one-third of the grant vesting on each of the first, second
and third anniversaries of the grant date. The Company determines compensation cost based on the market
value of shares on the'date of grant, and records compensation éxpense on these shares on a straight-line basis
over the vesting period. The restricted stock shares granted to the Company's non-employee directors vest over
a three-year period, with ninety percent of the shares vesting on the first anniversary of the grant and five per-
cent vesting on ‘each of the second and third anniversary dates. The Company records compensation expense
on these shares according to this vesting schedule. ‘

During the years ended December 31, 2005, 2006 and 2007, the Company awarded 162,280, 16,512 and 35,928
shares of restricted stock, respectively, with a fair value of $4.1 million, $05 million and $1.2 million, respectively.
The weighted average grant date fair value of each share was $25.16, $31. 47 and $34.47 for the years ended
December 31, 2005, 2006 and 2007, respectively. Total compensation expense recorded during_the years ended
December 31, 2005, 2006 and 2007 for restricted stock shares granted was $1.0 million, $1.6 million and $1.1 mil-
lion, respectively. The associated future income tax benefit recognized was $0.4 million, $0.6 million and $0.4
million for the years ended December 31, 2005, 2006 and 2007, respectively. As of December 31, 2007, the total
unrecognized compensation cost related to 55,510 shares of unvested restricted stock was approximately $0.8
million. The Company expects to recognize this cost over a weighted-average period of 2.2 years in accordance
with the vesting periods of the restricted stock. The total fair value of restricted stock shares vested during the
year ended December 31, 2007 was $1.8 million.

In May 2006 and 2007, shares of restricted stock held by two members of the senior management team vested.

.Both employees-elected to surrender to the Company a portion of their vested shares to pay the incpome taxes

due as a result of the vesting in 2006 and one employee made this election in 2007. As a result, 10,855 and
5,943 shares, respectively, were forfeited to satisfy tax obligations in these years. In connection with this vest-
ing, the tax benefit realized by the Company for-the year ended December 31, 2006 and 2007 was $0:4 million
and $1.8 million, respectively. In addition, the Company’s previous President and Chief Financial Officer resigned
in 2006 and 2007, respectively, resulting in the Company canceling 30,000 and 14,000 shares, respectively, of
unvested restricted stock that had previcusly been granted to them.

EMPLOYEE STOCK PURCHASE PLAN N

The Board of Directors and shareholders have reserved 4.5 million shares of the Company s common stock for
issuance under the Employee Stock Purchase Plan (the “ESPP"). The ESPP has two six-month offering periods
(each an "Offering Period”) each year, beginning January 1 and July 1, respectively. Eligible employees can elect
to make payroll deductions from 1% to 15% of their base pay during each payroll period of an Offering Period. In

. addition, in accordance-with the ESPP and beginning with the first six-month Offering Period in 2006, the Board

of Directors set a limit on the total payroll deductions for each year of $8.0 million. In September 2007, the
Board of Directors approved new limitations on the dollar amount of shares purchased under the ESPP for the
calendar years 2008, 2009 and 2010 as $13.0 million, $15.0 million and $17.5 mitlion, respectively, None of the
contributions made by eligible employees to purchase the Company’s common stock under the ESPP are tax-
deductible to the employees. During 2005, the purchase price was 85%, and beginning January 1, 2006 it became
90%, of the lesser of (a) the reported closing price of the Company's common stock for the first day of the

. Offering Period or (b} the reported closing price of the commen stock for the last day of the Offering Period. AS
.of December 31, 2007, there were 2.0 million shares of common stock available for purchase by ESPP participants,

after giving effect to shares purchased for the second Offering Period of 2007 that were issued in January 2008,

Employees eligible to participate in the ESPP include employees of the Company and most of its operating sub- '
sidiari»es. except those employees who customarily work less than 20 hours per week or five months in a year.
Because the eligible employee determines both participation in and contributions to the ESPP, it is not possible
to determine the benefits and amounts that would be‘received by an eligible participant or group of participants
in the future. . ) ‘

The fair value of each ESPP share is estimated using the Black-Scholes optitn-pricing model. The following table
indicates the.assumptions used in estimating fair value for the years ended December 31, 2005, 2006 and 2007.




-

. ) - 2005 2006 2007

Expected term (years) i . 0.50 0.50 0.50 _

Dividend yield (%) . ‘ ' 032 0.28-0.32  0.31-0.37
Risk-free interest ra't-e'(%) . ’ - ) 4.35 4.37-5.24 4.74-4.90
Expected volatility (%) - “ 50.31 30.56-40.38 21.20-28.44

“The compensation costs for the ESPP, as determined based on the fair value of the discount and option feature

of the underlying ESPP grant, consistent with the method of SFAS No. 123,'were $3.3 million, $1.7" million and

$1.4 million for yeérs ended December 31, 2005, 2006 and 2007, respectively. The income'tax benefit recog-

nized was $1.2 mllhon $0.2 million and $0.1 million for the years ended December 31, 2005, 2006 and 2007,

respectively. The we|ghted average grant date fair value per share during the 'vears ended December 31, 2005,
2006 and 2007 was $8.37, $6.12 and $5.89, respectively. As of December 31, 2007, there was no unrecoanized
compensatlon cost related to ESPP shares.

For the years ended December 31, 2005, 2006 and 2007, the value of stock issued for ESPP purchases was
$6.6 million, $7.2 million and $7.7 million, respectively. In connection with disqualifying dispositions, the tax
benefits realized by the Company for the years ended December 31, 2005; 2006 and 2007 were $0.2 m|II|0n
$0.1 million and $0.1 million, respectively.- - - -

During'the years ended December 31, 2005, 2006 and 2007, employees contributed $7.3 million, $7.8 millién

and $7.6 million, respectively, to the ESPP for the purchase of 391,000, 274,000 and 241,000 shares, respectively.

The aggregate fair value of shares purchased during ihe years ended December 31, 2005, 2006 and 2007 was
$8.6 million, $9.1 millien and $8.5 million, respectively. Cortributions for the second Offering Period of 2007
were not converted to issued shares until January 2008.

11. Income Taxes

numbers in tables in thousands N

_The Campany ado'pted the provisions of FASB Interpretation No. 48, "Accounting for Uncertainty in Income

Taxes — an interpretation of FASB Statement No. 109", or.FIN 48, on January 1, 2007, As of December 31, 20086,

the Company had recorded a contingent tax liability of $£9.1 million. As a resuit of the implementation of FIN 48,

the Company reclassified $8.2 millien of this liability to non-current tiabilities and recognized an increase in this

non-current liability of $22.7 million. This increase was accounted for as a $5.5 million decrease in retained earn-
ings, a $15.9 million increase in deferred tax assets, and a $1.3 million increase in long-term assets as of January

1, 2007. The Company includes the non-current assets in other long-term assets on the Company's consolidated
balance sheet. .. l i

The Company had gross unrecognized tax benefits of approximately $28.0 million as of January 1, 2007. Of this

total, $11.6 millicn, net of the federal benefit on state taxes, is the amount that, if recognized. would result in

- a reduction of the Company's effective tax rate. As of December 31, 2007, the total gross'unrecognized tax

benefits were $23.8 million and of this total, $9.3 million is the amount that, if recognized, would reduce the
Company's effective tax rate. The Company does not anticipate a significant change in total unrecognized tax:

- benefits or the Company’s effective tax rate due to the settlement of audits-or the expiration of statutes of

timitations within the next 12 months. v -

" The Company’s palicy for recording interest and peﬁalties associated with tax audits is to record them as a

component of provision for income taxes. In conjunction with the adoption of FIN 48, the Cor‘hpany recognized
approximately $3.9 million for the payment of interest and approximately $1.0 million for the payment of
penalties at January 1, 2007. During 2007, the amount of interest and penalties recorded as an expense o the
income statement was $2.0 million and $0.4 million, respectively. As of December 31, 2007, $4.1 million of inter-
ast and $1.3 million of penalties are accrued. To the extent interest and penalties are not assessed with respect
to uncertain tax p0§itions: amounts accrued will be reduced and reflected as a reduction of the overall income

_ tax provision.

The Company has analyzed its filing positions in all significant federal, state_and foreign jurisdictions where it is

_required to file income tax returns, as well as open tax years in these jurisdictions. The only periods subject to

examination by the major tax jurisdictions where the Company does business are the 2004 through 2007 tax

years. Various-foreign and state income tax returns are under examination by taxing authorities. The Company
does not betieve that the outcome of any examination will have a material impact on its financial cdndition or

results of operations. . e

.
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Roliforward of gross unfecognized tax positions:

Gross tax liability at December 31, 2006

'Additions for tax positions ‘of the current year

Reductions for tax positions of the prio.r years:
F-C)Feign exchange movements '
Changes in judgment .
Settlements during the current year o .

Statute closures

$ 27,980
11,742

229
1,516)
(560)

(18,083) -

Gross tax liability at Decembet 31, 2007

£ 23792

-

The components of income before provision for income taxes were as follows: . -

o Year Ended December 31,
2005 2006 2007
Domestic ' $ 136444 % 181_,?5§ $ 187,784
Foreign ) ) 43,359 53,546 60,169

Income fram continuing operations

$ 179,803 $ 235505 $ 247,953

- The companents of the provision for. ingome taxes were as follows;‘

|

" Year Ended December 31,

2005 2006 | 2007

State income taxes:
Current -

R . Deferred
Federal income taxes:
Current
, Deferred : ' : o .
lF(:ureign income taxes: -
Current

Deferred : ) -

U$ 8357 $ 2094 $ 10,694

(867) a1 (1,450)
40,387  .50,249. ° 63,762
72) 8.598 (4,004)
11,165~ 15304 . 13,107
936 1,667 2,443

Provision for income takes

$ 59906 $ 78,853 $ = 84,552

*Taxes computed at the statutory U.S. federal income tax rate of 35% are,reconcile_d to the provision for income
- taxes as follows: -

Year Ended Decembeér 31,
. ' 2005 2006 2007

Effective tax rate . 33.3%" 33.5% 34.1%

Statutory rate of 35% . 0§~ 629311 § 82427 § 86,784

State taxes, net of federal benefit . o 4177 . 5,294 - 6,072

Nentaxable iﬁco;ne net of nondeductible expenses {3,033) ’ (4,667i (6,468)
._.Change in \;aluation allowance i (1,677) (941) 375

Ir:npaC‘tAof intern'atfonal cperations - ' (932) T (679) (1,518)

Other A « {1,560) {2,581 , {693)

Provision for income taxes

$ 59906 $ 78,853 $ B4,552

r - -




" Components of the current deferred tax assets were'as follows:

.- Decermber 31,
. o . - 2006 - 2007
Future benefit of net operating losses , ’ $ 435 $% 534
Reserve for doubtful accounts . , - ' .. . 3149 - é.‘826
Accrued expenses . 10.328 18,330
Unearnqd income ’ ‘ . 753 - 4,492
Tax credits . ' ' . . . o . 364 408
Valuation allowance : . (2,930) (3,908)

Total current deferred tax asset - S 13,119 & 23,682

‘The current deferred tax liabilities of $0.1 million at both December 31, 2006 and 2007, respectivély. relates to .
varicus expenses deducted for tax purposes, not book purposes.

Components of the long-term deferred tax assets were as follows:

. December 31,
. ' 2006 © 2007
Other depreciation’and amortization < ’ . $  (22.616) §  (25,229)
Patent depre::iation B 11,606 7,266
‘Deferred rent ) o o . 7,091 . 7171
Stock options - o -0 - 10,767 13,583 . .
i Deferred compensatién' . - 1780 1,111 ‘
. Investrr;er;t basis differences ’ ' . . (1,121) Y )
Valuation allowance‘ ) ' v {2,650) (2,040)
- Future benefit of net operating losses T - - 5116 4,493
Other ’ ) . o A 1,395 5,879
' Total long-term deferred tax asset . - , % 11,368 & 11,717
Comﬁonents of the long-term geferred tax liabilitiés were as follows: , i
Décember 31
- i 20046 2007
Other depreciation and amortization- . $. 8810 $ 8,622
Stock options - . . (-570) (8_49) .
Pension and other . (3993 - (3.959)
Total long-term deferred tax liability - ' $ 4247 $ ~ 3,814

The Company has recorded a deferred tax asset for-foreign and state net-operating losses and credits that are
subject to either five-year, 15-year, 20-year or indefinite carryforward periods. Managenient has recorded' a
valuation allowarice of $3.4 million égainst the net operating loss assets and $1.9 million against the tax credit
assets for. amounts that it does not believe are more likely than not to be utilized. -

The Company also recorded a deferred tax asset related to LS. net operating losses recelved in an acquisition
in 2003. Although the net operating losses are subject to annual limitation under IR.C Section 382, management
expects all lossés to pe.utilizgd during the 20-year carryforward period that is available.

The Company has also established a deferred tax asset for federal and state tax related to unrealized investment
losses and state tax on realized capital losses. Management has recorded a valuation allowance of $0.7 million
for the state tax benefit that it does not believe is more likely than not to be realized. The federal valuation -~
allowance for unrealized and realized investment Ioss_e's has been fully released. - -

In 2007, the total valuation allowance increased by $0.3 million prima?ily due to an ircrease in allowance for tax
credit assets offset by the release of valuation for some state losses. In 2006, the total valuation allowance
deéreased by $1.0 million primarily due o the closing of a state audit. ’ '
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The Company records current and deferred income tax expefise related to its foreign operations to the extent
those earnings are taxable HIStOI’ICB"y the Company has made'no provision for the additional taxes that wouid
result from the dlstnbutlon of earnings of foreign subsidiaries because the Company expected to invest them
permanently. Although the Company repatriated certain foreign earnings in 2005 under the American Jobs
Creation Act of 2004, the Company considers that the remainder of its foreign earnings will remain permanent- -
ly invested overseas. The cumulative amount of undistributed earnings for which no U.S. tax liability has been
recorded was $73.3 milfion and $119.5 million for December 31,2006 and 2007, respectively,

12. Employee Savings and Pension Plans

numbers in tables in rpousands, except percentages

SAVINGS PLAN . - -

The Company provides a 401(k) Retirement Savings Plan to its U.S. employees. The Company matches 50% of
an employee’s savmgs up to 6% of pay and these contributions vest ratably over a four-year period. Company
matching contnbutnons net of forfeitures, for all employees for the years ended December 31, 2005, 2006 and
2007 were $5.4 million, $6.6'm|lllon and $7.7 million, respectively.

NON-GQUALIFIED DEFERRED COMPENSATION PLAN

The Company maintains non-gualifigd, unfunded deferred compensation plans that permit certain h|ghly paid
executive emplayees who are employed in the United States and members of the Board of Directors to defer
current income for future financial and retirement needs. An eligible employee participant may defer up to 25%
of theur base salary and/or a portlon of their annual bonus on a pre-tax basis. Board of Directors participants
may defer up to 100% of their annual retainer and meeting fees on a pre-tax basis. Participants also have the
opportunity to defer receipt of restricted stock. There are no Company contributions to these plans, and other
than accruals for interest or dividend equivalents, all amounts credited to these plans are derived from elettive
deferrals of compensation otherwise péyable to participants. :

'

Cash amounts geferre:d each quarter will agcrue interest based upon the three-month LIBOR plus 1.5%. Shares .
of restricted stock that are deferred are held as restricted stock units, payable as shares of common stock if and
when the units become distributable. The restricted stock units remain subject to the same vesting conditions
as applicable to the shares of restricted stock. In addition, restricted stock units provide for cash dividend
equivalents that are payable as cash at the time the units becéme vested or when the units become distribut-
able, depending on the participant’'s election. . ) )

- [t

The plans offer a number of account distribution options providing flexibility for financial and retirement plan-
ning. Employee participants elect with each set of annual deferrals to have the deferrals payable either (i) on a
specified date that is at least two years after the deferral election is made but not more than 10 years after
termination of employment or (i) upon termination of employment. The amount deferred will be payable either
in a lump sum or instaliments over a period of five, 10 or 15 years as elected by the participant at the time of
deferral. However, these payment elections only become effective if the employee participant retires after age
55 with 10 years of service. Otherwise, the deferrals are payable in a lump sum following termination of employ-
ment.-Board of Director participants may elect with each set of annual deferrals to have tHe deferrals payable
either (x) on a specified date that is at least two years after the deferral election is made but not more than 10

. years after termination of services as a director or (y) the earlier of any such date and the date of termination
of services as a director. Board of Director participants may choose to have deferrals payable either in a lump
sum or installments over a period of five years.

These payment elections can be made separately with respect to cash and restricted stock deferrals. There is a
"limited ability to subsequently change the payment elections, provided the election is made at least 12 months
before the scheduled payment date and defers commencement of the payment by at least five years. Other
special payment rules apply in case of death or disability and with respect to certain “key employees” {whose
payments must be delayed by at least six months following termination of employment). Additionally, the Board
of Directors may elect to pay out participants in the event of a "Change of Control”. As of December 31, 2006
and 2007, 127,900.and 128,763 shares of restricted stock granted to members of management and the Board of
.Directors were deferred under this plan and had not been issued. *

At December 31, 2006 and 2007, the Company recorded a deferred compensation liability under this plan of
%$1.9 million in the consclidated balance sheets as a cor:nponent of other accrued expenses. ’

-~




PENSION PLANS

-During 2006, the FASB issued SFAS No."158, "Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASE Statements No. 87, 88, 106 and 132 (R)", or.SFAS No. 158. SFAS

- No. 158 requires employers to recognize the underfunded or overfunded status of a defined benefit postretire-
ment plan as an asset or liability in its:statement of financial position and to recognize changes irf the funded
status in the year in which the changes occur through accuml.}lated other comprehensive income effective for
fiscal years ending after Decembér 15, 2006. SFAS No. 158 did not change net income. or comprehensive income
for the fiscal year ending December 31, 2006. Rather, it requires a one-time adjustment to accumulated other
comprehensive income. The Company recorded a one-time adjustment of $3.3 million, net of tax of $1.4 million,
‘during 2006. Additionally, SFAS No. 158 requires employers to measure the funded status of a plan as of the
date of its year-end statement of financial position. The Company currently uses a measurement date of
November 30 and will be requwed to change the measurement date to December 31 for the year ended
Decembér 31, 2008. - : .

The Company determined pension costs under the provisions of SFAS No. 87, "Employers’ Accounting for
Pensions” and related disclosures’are determined under the provisions of SFAS No. 132 (Revised 2003},
"Employers' Disclosures about Pensions and other Postretirement Benefits” as modified by, SFAS No. 158,

The Company has a separate contributory defined benefit plan far its gualifying UK. employees employed by
the Company’s U.K. subsidiaries. This pension plan was closed to new participants as of December 31, 2002, The
ben_efits for the U.K. Plan are based primarily on years of service and’avgrage pay at retirement. Plan assets
cansist principally of investments managed in a mixed fund.

Following closure of the above plan to new participants, the Company set up a new defined coptribution plan
for qualifying U.K. employees employed by the Company's U.K. subsidiaries. The employees can contribute
betwesh 3% and 6% of their annual compensation and the Company matches those contributions with 5% to
8% of the employees annual compensation. Company contributions for the years ended December 31, 2006
and 2007 were $0.6 million and $1.9 million, respectively..

Pension costs and-other amounts recognlzed in other comprehensive income for the UK. Plan |ncluded the
following compenents: -

- ) Year Ended December 31,

- 20057 2006 2007 -

Net periodic pension cost: i i

Service cost benefits earned during the year . $ 1,106 % 1895 $ 1,586

Interest cost on projected benefit obligation - - ) 1910 . 2367 2,609

Expected return on plan assets ~ . ’ ’ . (1 ,593‘) (2,170} (2,712}

Amortization of ‘actuarial gains and losses - 561 779 550
Net periodic pension cost - 1,984 - 2,871 - 2,033
Other changes in plan assets and benefit obligations ’

recognized in other comprehensive income: '

Net gain (loss) - : ‘ T 2,252 {4,057y -~ {731}
Total recognized in net periodic pension cost :

and other comprehensive income - % 4236 % (1,186) $ 1,302

The estlmated net loss that will be amortlzed frorn accumulated other comprehenswe income into net penodlc
. pension cost over the next flscal year is $0 5 million.

Weighted average assumptions used to determine net periodic pensnon cost for years ending December 31 were
as follows:

P . 2005 2006 2007
. Discount rate . ' 6.0% 50% 5.0%
Rate of compensation increase - . iy - 4.5% 45% 4.5%
. Long-term rate of return on plan-assets o 6&7% - 6.3% . 6.4%

To developthe expected-iong-term rate of return on assets assumption, the Cgmpany considered future
.expectations for yields on investments weighted in accordance with the asset allocation of the pension plan’'s

invested funds. . _ , -
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The change in benefit opiigation, change in plan assets, funded status and amo'unts recognized for the defined

" benefit plan were as follows: . . c .
Year Ended December 31,
2006 2007
Change in benefit obligation: : ‘ .
Projected benefit obligation at beginning of year* . $ 41,807 $ 51,792
. Service cost . © 1,895 1,586
. Interest cost * o ) ‘ 2,367 2,609
Plan participants’ contributions ’ ; 779 618 )
Net actuarial Ioss'(gain} _. . i : (20) 556
Benefits paid ) : . .. (80%) (773
Foreign currency translation adjustment : ‘ . 5773 761
Projected benefit obligation at end of year $ 51,792 $ 57,149 -
Change in plan assets; X . ,
Fair value of plan assets at beginning of yeaf ’ $ 29308 $ 40,944
Actual return on plan assets ' ‘ 4,448 - 3,465
Employer contributions _ - - 3,151 2,468
Plan participants' contributions ’ . . I 618
Benefits paid  * . - - (809) (773)
Foreign currency translation adjustment , 4,047 602
Fair value of plan assets at end of year $ 40944 $ 47,324
Funded status: ' . . * A
Funded status ’ ' $ (10,768} $ 9,763)
Net amount recognize& o . $ (10,768) S (9,763)

Amouhts recognized in statement of financial position wétje as follows:

v

- . [ . Year Ended December 31,

- - .

- . ) 2006 2007
Accrued pension liability T . T % (10,768) S5 (9,763} -
Net amount recognized ‘ 'S (10,768) § (9,763}

All amounts.recognized in accumulated other comprehensive ir:ncomé are related to accumulated gains.

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets were as folléws:

Year Ended December 31,

_ . _ ) 2006 2007 -
. Projected benefit abligation : o ' . % 51,792 § 57,349
Accurnulated benefit'obligation . . . ) % 47‘,116 $ 51,729
Fair value of plan assets § 40944 $ 47,324

Weighted average assdmptions used-to determine benefit obligations at end of plan year were as follows:

: Year Ended December 3],
2006 2007 -
Discount rate 5.0% 5.8%
. E Rate of compenslation increase : A5% . 4.9%
o . ) .
& .
W
-
. N
<
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PLAN ASSETS
Thc_e Compa_ny‘s pension plan weighted-average allocations by asset category are as follows:

November 30,
- 2006 2007
Asset Category 7 ©
Equity securities - ' ' 82.8% 79.2%
, Debt securities ) 16.7% 20.5%
Cash and net current assets ‘ ' 0.5% 0.3%
Total ' 100.0% 100.0%

An independent third party manages the plan assets and tracks the return on a benchmark portfolio matching
the above strategic asset allocation. Based on advice from the Company's financial advisors, the trustees have
determined the above mix of asset types in order to meet the investment objectives of the pension plan.

The Compahy expects to contribute $2.7 million to fund its p'ension plan during 2008. The following benefit
payments, which reflect expected future _servicé. as appropriate, are expected to be paid:

Expected benefit paymerits for fiscal year ending:

2008 $ 795.
2009 821
2010 _ 848
’ 2011 878
2012 908
Next 5 years : 5,021 -

13. Commitments and Contingencies . ’

The Company currently maintains insurance for risks associated with the operation of its business, provision

of professional services, and ownership of property. These policies provide coverage for a variety of potential
losses, including loss or damage to property, bodily injury, general commercial fiability, professional errors and
omissions and medical malprabt'ice. The Company’s retentions and deductibles associated with these insurance
_ policies range from $0.25 million to $2:5 million. ’

The Company is self-insured for health insurance for the majority of its employees located within the United
States, but maintains stop-loss insurance on a “claims made” basis for expenses in excess of $0.28 million per,
member per year. As of December 31, 2006 and 2007, the Company maintained a reserve of approximately $7.4
million and $4.0 milfion, respectively, included in other accrued expenses on the consolidated balance sheets, to
cover open claims and estimated claims incurred but not reported. '

The Company has commitments to invest up to an aggregate additional $23.4 million in four venture capital
funds. For further details, see Note 6.

The Company has been involved in compound development and commercialization collaborations since 1997,
The Company developed a risk-sharing research and development model to help pharmaceutical and biotech-
nolagy clients develop compounds. Through collaborative arrangements based on this'model, the Company
assists its ¢lients by sharing the risks and potential rewards associated with the development and commercial-
ization of drugs at various stages of development. The Company currently has four such arrangements that
involve the potential future receipt of one or more of the following: payments upon the achievement of speci-.
fied developme'nt and regulatory milestones; royalty payments if the compound is approved for sale; salés-
based milestone payments; and a share of net sales up to a specified dollar limit. The compounds that are the
subject of these collaborations are either still in development or are awaiting regulatory approvals in certain
countries. None of the compounds have been approved for sale in any country in the world. As a result of the
risks associated with drug development, including poor er unexpected clinical trial results and obtaining regula-
tory approval to sell in any country, the receipt of any further milestone payments, royalties or, other payments -
with respect to any of the Company’s drUg development collaborations is ungertain.

As of December 31, 2007, the Company had two collaborations that involved future expenditures. The first is the
Company’s collaboration with ALZA Corporation, subsequ'entiy acquired by Johnson and Johnson, for dapox-
etine. In connection with this collaboration, the Company has an obligation to pay a royalty to Eli Lilly and
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Cdmpany of 5% on annual net sales of the compound in excess of $800 rmlhon Johnson and Johnson recelved
“not approvable” letter from the FDA in October 2005, but continued its global development program. In

December 2007, Johnson and Johnson submitted a marketing authorization application for dapoxetine to regu-

latory authorities in seven countries in the European Union. Although this regulatory application has been sub-

. mitted, the Company does nat know if or when Johnson and Johnson will obtain regulatory approval for dapox-

etine in these countries. The Company also does not know if or even when Johnson and Johnson will submit an
application for or obtain regulatory approval for dapoxeting in the United States of any other country.

The second collaboration invalving future expenditures is with Ranbaxy Laboratories Ltd. in February 2007, the
Company exercised an option to license from Ranbaxy a statin compound that the Company is developing as a
potential-treatment for dyslipidemia, a metabolic disorder often characterized by high cholestero! levels. Upon
exercise of the optlon the Company paid a one- time license fee of $0.25 million. Under the agreement the
Company has an exclusive license to make, use, sell, import and sublicense the compound and any licensed
product anywhere in the world for any human use. Ranbaxy retained a non-exclusive right to co-market licensed
producfs in India and generic equivalents in any country‘ in the world in which a third party has sold the generic
equivalent of a licensed product The Company is solely responsible, and will bear all costs and expenses, for the -
development manufacture marketing and commercialization of the compound and licensed products. In addi-
tion to the one-time license fee, the Company is obligated to pay Ranbaxy milestone payments upon the occur-
rence of specified clinical development events. If a licensed product is approved for sale, the Company must
also pay Ranbaxy royalties based on sales of the product, as well as commercial milestoné payménts based on
the achievement of specified worldwide sales targets. If all criteria are.met, the total amount of potential clinical
and sales-based milestones would be $44.0 mittion, The Company filed the investigational new drug application,
or IND, for the statin compound in late March 2007. The Company completed a single ascendlng ,dose, first-in-
human study for this statin’in July 2007, and the compound was safe and. well tolerated at all doses in this trial.
The Company completed a first-in-patient study, and a drug-drug !nteraction study to evaluate the interaction

" between the Company’s statin and gemfibrozil, a fibrate commonly used to lower triglycerides. The Company is

currently conducting additional trials to further evaluate the safety and efficacy of this statin. The Company has
preliminary results from the first part of a high dose comparator trial. These preliminary results suggest that the
Company’s statin was weil-tolerated in the first part of this trial based ‘on adverse event and clinical laboratory
data and compared favorably to the comparator statins with respect to lipid lowering. The second part ‘of the
study is in progress and final results could vary materially from the preliminary results. The Eompany anticipates
having final results from this'higjh dose comparator study in the first quarter of 2008 and plans to decide upon a
course of action related to this statin program after evaluating the full and complete results from these trials.

In September 2007, the Company entered into a contract with a‘client to construct a Iaboratory W|th|n a leased
bulldlng. to supply laboratory equipment and to provude specified laboratory services, The client has agreed to
reimburse the Company for the costs of the construction of the laboratory and related equipment. The
Company expects these costs will be apprommately $5.5 million and that construction will be completed in
mid-2008. ) -

Under most of the agreements for Development services, the Company typically agrees to indemnify and
defend the sponsor against third-party claims based on the Company s negligence or witlful misconduct. Any
successful claims could have a material adverse effect on the Company's financial condition, results of opera-
tions and future prospects. ' - -

+

In the normal course of business, the Company is a party to various claims and legal proceedings. Beginning

" early 2007 the Company was named as a co-defendant in various lawsuits involving claims relatmg to Sanofi-

Aventis’ FDA-approved antibiotic Ketek, for which the Company provided certaln clinical trial services. The
Company records a reserve for pending and threatened litigation matters when an adverse outcome is probable
and the amount of the potential liability is reasonably estimable. Although the ultimate outcome of pending and
threatened I|t|gatron matters is currently not determinable and litigation costs can be material. management of

‘the Company, after consultation with legal coun'_sel, does not believe that the resolution of these matters will

have a material effect upon the Company!s financial condition, results of operations or cash flows.

.

14. Related Party Transactions - -

The Company leases its Highland Heights, Kentucky, building under an operating lease with a former employee
and less than one percent sharéholder of the Company. Rent paid to this shareholder for the years ended
December 31, 2005, 2006 and 2007 totaled $0.8 million. This lease was renewed on January 1, 2005 and will
expire on December 31, 2014. Fyture rent under this lease is included in the future minimum payments for all
lease obligations included in Note 8. _




The Company provided'services to three companies in which two members of the Company's Board of Directors
hold board positions. Revenue received from these three companies for_the.years ended December 31, 2005,

2006 and 2007 were $4.4 million, $5.9 million and $5.6 million, respectively. As of December 31, 2006 and 2007,

these three companies owed the Company $1.1 million and $0.2 million, respe‘ctively_, for services rendered by
the Company. - .

.

. 15. Fair Value of Financial Iastrume;lts

.

The following methods and assumptuons were used to estimate the fair vatue of each ctass of fmanaal
instruments for which it is practicable to estimate that value:

ACCOUNTS RECEIVABLE, ACCOUNTS PAYABLE AND ACCRUED LIAB[LITIES
The carrying amount approximates fair valuebecause of the short maturity of these items.

INVESTMENTS .. -

The Company’s invéstments in BioDelivery Sciences International and Accentia Biopharmaceuticals are recorded
at $1.7 million and $14.0 million at December 31, 2007, respectively. BioDelivery Sciences International and
Atcentra Blopharmaceutlcals are pubhcly traded companies. The Company records a gain or loss related to
these investments at the end of each quarter based on the closmg price of these jnvestments at the end of
each pericd. The Company records unrealized gains or losses in accumulated other comprehensjve income until
they are realized or an other-than temporary decline has occurred. For further information on investments, see .
Note 6. -

The Company's remain[ng investments, for which no publi,d market exists, are accounted for using the cost

.- method of accounting as the Company does not exert significant influence on the operations of these companies.:

The'Company monitors these investments for other-than-tempoarary declines in value. Of these investments, the
Company recorded an impairment to one of its cost basis investments.as of December 31, 2005.-The Company
believes the carrying value approximates fair value.as of December 31, 2006 and 2007. For furthef details, see
Note 6. - -

_ DERIVATIVE INSTRUMENTS ' — : -

The Company's derivative financial instrﬁments are recorded at a fair value: As of December 31, 2006 and 2007,
the Company's derlvatlve portfolio had an unfavorable position of $0 and $1.9 mllllon respectively, recorded as
a component of other accrued expenses., -

LETTERS OF CREDIT .
From time to time, the Company causes’ letters of credit to be issued to provide credit support for guarantees,
_rcontractual commitments and insurance policies. The fair values of the letters of credit reflect the amount of the
underlying ohtigation and are subject to fees competitively determined in the marketplace. As of December 31,

2007, the Company had four letters of credit outstanding for a total of $1.8 million.

16. Business Segment Data

numbers in tables in thousands

The Company has two reportable segments: Development_ and Discovery Sciences. In the Development segment,

the Company provides a bread range of development services, which include preclinical programs and Phase | to.

IV clinical development sc\ervices as well as bicanalytical product testing and clinical laboratory services. In addi-
tion, for marketed drugs, biologics and devices, the Company offers support such as product launch services,
medical information, patient compliance programs, patient and disease registry programs, product safety and
bharmacovigilance, Phase IV monitored studies and prescription-to-over-the-counter programs. The Discovery
Sciences segment provides services that include preclinical evaluations of anticancer therapies, biomarker discov-
ery and patient sample analysis services, and compound development_and commercialization collaborations.

The accounting policies of the segments are the same as those described in Note 1. The Combany evaluates its
segment pérfarmance and allocates resources based on service revenue, gross profit and income from operations.

2007 ANNUAL REPORT

~
L]




2007 ANNUAL REPORT

.

The following table presents information about the Company’s operations by geographic area:

L

+ Revenues by principal business segment are separaterly stated in the consclidated financia! statements. Income

from operations, depreciation and amortization, identifiable assets and capltal expenditures by principal business
segment were as follows: . .

. Year Ended December 31,

- . . - 2005 2006 2007
Income from operations: ) . -
Development ' . $ 170966 § -210,581 $ 246,600
Discovery Sciences ~ . ’ i 5,730 9,396 (16,619)
Total ' $ 176,696 $ 219977 $ 229,981
Depreciation and amortization: - i
Development ) ' $ 35992-% 44194 $ 53,620
Discovery Sciences 4,258 3,544 - 1,972
Total "$ 40250 $ 47,738 § 55,592
Identifiable assets: - : . . . - h
Development ) $ 1,061,038 § 1,394,850 $ 1,596,616
Discovery Sciences 98,562 86,715 - 87,759
Total T % 1,159,600 $ 1,481,565 $1,684,375
Capital expenditures:
Development . . : ' . $ 109185 & 147530 $ 93,899
Discovery Sciences o 7H1 516 1,052 -

Total o ‘ $ 109896 $ 148,046 $ 94,951

17. Operations by Ceogr‘aphic Area

numbers jn tables in thousands o - -

Geographic information for het revenue and income from operations by country is determined by the location
where the services are provuded for the client. Geographic information for identifiable assets by country is ’
determined by the physical focation of the assets,

Year Ended December 31,

2005 2006 2007
Net revenue:

" United States ) ) $ 734492 § 845141 $ 898,394
Utiited Kingdom . _ 97,012 113880 144,479
Other @ 205,586 288,661 371,592
Total . ' . © $ 1,037,090 $ 1,247,682 $1,414,465

Income from operations: ' . .
United States , $ 113518 $ 142960 § 145,229
United Kingdom : - : 15,023 15,748 18,553
Other @ 48,155 61,269 66,199
Total ’ . $ 176696 § 219977 § 229,981
Identifiat{Ie'assets: R ) . ) ‘
United States , _— . $ 966482 $ 1,206,406 $ 1,302,541
United Kingdom ‘ . . 100,767 146,666 211,138
Other ’ 92351 - 128493 170,696
Total - . : $'1,159.600 $ 1,481,565 1,684,375

(3) Principally consists of cperations in 38 countries, 17 of which are located in Europe, none of which comprises more than 6% of net
revenue, income from operations or identifiable assets.




18. Quarterly Financial Data (unaudited)

numbers in tables in thousands, e;xcepr per share data

© Third

2006 . First Second Fourth Total
Net revenue $ 299369 $ 308953 $ 313,148 $ 326,212 § 1,247,682,
income from operations 60,928 49,029 51,999 58,021 219,977
Net income ) 41,8456 36,414 36,813 41,579 155,652
Net income per common share: .

Basic $ 036 $ 031 $ 031§ 035 § 1.34
- Diluted $ 0.35 .$ 031 § 031 &% 035 % 1.32
2007 ’ i
Net revenue $ 332252 $ 349,970 $ 357,195 $ 375,048 £ 1,414,465
Income from operations 60,037 61,695 - 52',850 55,999 . 229,981
Net income . 41,987 42,647 38,240 40,527 163,401
Net income per common share: -

Basic $ . 0356 §% 036 § 0.32°% 0623 $ 1.38

Diluted 036 % 032 5% 034 % .36

$ 035 $

19. Subsequent Event

On February 20, 2008, the Company announced its plan to begin a stock repurchase program whereby up

to $350 million of its common stock may be purchased from time to time in the ‘open market. The Company
decided to initiate a share repurchase program in view of the current price at which stock is trading, the
strength of the Company’s balance sheet and its ability to generate cash, as well as to minimize earnings
ditution from future equity compensation awards. The manner and timing of repurchases, the amount the
Company spends and the number of shares repurchased, if any, will depend on a variety of factors, including
the Company's stock price and blackout periods in which the Company is restricted from repurchasing shares.
The Company expects to finance the share repurchases from existing cash on hand and cash generated from
future operations. :

See also Note 6 in the Notes to Consolidated Financial Statements for subseduent events_related to the
- Company's investrments in auction rate securities. ’
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BOARD OF DIRECTCRS

STUART BONDURANT, M.D.

Cean Emeritus_

School of Medicine

University of North Carolina at Chapel Hifl

#RED N. ESHELMAN, PHARM.D. -
Vice Chairman and Chief Executive Officer, PPD

‘
s

FREDERICK FRANK
_ Vice Chairman and Director
Lehman Brothers

BRIGADIER GENERAL DAVID .. GRANGE (retired)

President and Chief Executive Officer

McCormick Tribune Foundation

.CATI-{ERINE M. KLEMA
President

_ Nettleton Advisors, LLC
Formerly Managing Director,
Healthcare tnvestment Banking
SG Cowen Securities

TERRY MAGNUSON, F;H.D. - .
Professor and Chair, Department of Genetics
~Director, Carolina Center for Genome Sciences

Direétor. Program in Cancer Genetics,
.Lineberger Comprehensive Cancer Center
University of North Carolina at Chapel Hitl

ERNEST MARIQ, PH.D. . '
*Chairman of the Board, PPD
Chairman and. Chief Executive Officer, Capnia, inc.
JOHN A. MCNEILL, JR.
" Chief Executive Officer . -
Lirberty Healthcare Services, LLC - -

_ PRINCIPAL OFFICERS

- PAUL S. COVINGTON, M.D.
Executive Vice President,
Development

DAN DARAZSDI
Chief Financial Officer

FRED N. ESHELMAN, PHARM.D.
Vice Chairman and Chief Executive Officer

f

_ JUDD HARTMAN
Genera| Counsel and Secretary

WILLIAM RICHARDSQON
Senior Vice President,
Global Business Development

WILLIAM SHARBAUGH
Chief Operating Officer
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SHAREHOLDER INFORMATION

ANNUAL MEETING . .

- The 2008 annual meeting of shareholders will be held at 10 a.m. ET on Wednesday, 21 May 2008, at our worldwide head:
quarters located at 929 North Front Street, Wilmington, North Carolina. ’
NASDAQ GLOBAL SELECT MARKET SYMBOL- ot
PPOt - . . -

FINANCIAL REPORTS ]

Copies of the PPD.annual report on Form 10-K, quarterly reports on Form 10 @ and current reports on Form 8-K filed with
the Securities and Exchange Commission, as well as other investor matenals are available without charge through the PPD
Web site at www, ppdl com or upon request from. ¢

CRAIG EASTWOOD

Director, Investor Relations ' -

PPD

929 North Front Street ’ .
Wilmington, NC 28401-3331 )

Telephone: +910 558 7585

Fax: +910 558 7056 ’

E-mail; info@wilen.ppdi.com

. TRANSFER AGENT A'ND REGISTRAR
American Stock Transfer & Trust Company . -
59 Maiden Lane : '

Plaza Level

New York, NY 10038

'

- INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
Deloitte & Touche LLP . . . . ta
Ralejgh, NC :

L)
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COMMON STOCK INFORMATION

.

.

~ QOur common stock is traded under the symbo! "PPDI” and is quoted an the Nasdag Global Select Market, The following table
sets forth the high and low sales prices, adjusted to give effect to our.two-for-one stock split in February 2006, for shares of

our common stock, as reported by Nasdaq for the periods indicated. .

N . 2006 2007 .

$35.63 $30.52
$38.91 $33.02
$40.07 $32.76

$43.14 $35.17 i

First Quarter

Second Quarter
Third Quarter
Fourth Quarter

‘55 of February 15, 2008, there were approximatety 67,300 holders of our common stock.

) .

* -

DIVIDENDS

On October 3, 2005, our board of directers adopted an annual cash dividend policy to ‘pay an aggregate annual cash
dividend of $0.10 on each outstanding sharé of common stock, payable qu-ai'terly at a rate of $0.0é5 per share, as adjusted
to give effect to our February 2006 two-for-one stock split. Beginning in the fourth quarter of 2006, our board of directors
amended the annual cash dividend policy to increase the annual dividend rate by 20 percent,'from $0.10 to $0.2 per share, 7
or $0.03 per share quarterty. In the fourth quarter of 2007, our board of directors further amended the annual cash dividend
policy, increasing the annual dividend rate from $0.12 to $0.40 pér year, payable quarterly at a rate of $0.10 per share. The
annual cash dividend policy :and the payme'nt of future quarterly cash dividends under that policy are not guaranteed and
are subject to the discretion of and continuing determir;ation by our board of directors that tr{e policy remains in-thg best

interests of our shareholders and in compliance with applicable laws and agreements,

STOCK REPURCHASE PLAN

On February 20, 2008, the board of directors authorized the company to repurchase up to $350 million of its common stock
_from time to time in the open market. The manner and timing of repurchases, the amount the company spends and the
number of shares repurchased, if any, will depend on a variety of factors, including the company’s stock price and blackout

periods in which the company is restricted from repurchasing shares. !
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PERFORMANCE GRAPH - - \

5
+ . . '

"Below is a graph that compares the cumulative total sharehalder return on the company’s common stock from December
31, 2002, through December 31, 2007, against the cumulative total return for the same period on the Nasdag Stotk Market
(U.S) Index and the Nasdag Health Services Index. The results'are based on an assumed $100 invested on December 31,

2002, and reinvestment of dividends.
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- Comparisen of Cumulative Total Return Among PPDI and the Nasdaq U.S. ‘Stock and Nasdag Health Services Indices

.

N Pharmaceutical Product Development, Inc. (PPDI)
(3 Nasdaq Stock Market (U.S.) Index.

-

, Od Na'sdag Health Services Index . ' ) ] . -

"

- - .
o . .
o CRSP Total Returns Index for:  12/31/02  12/31/03  12/31/04  12/30/05  12/29/06  12/31/07
T PPDI 100.0 92.1 1411 215.6 225.0 283.3
< Nasdag Stock Market (U.5.) Index ] 100.0 149.5 162.7 166.2 182.6 198.0

Z Nasdag Health Services Index | 100.0 152.9 192.7 265.0 264.6 345.9

Z

<<

M~

o

o]

™~

+:]
(2]




Chief Executive Officer

Fred Eshelman (center)

with Chief Financial

Officer Dan Darazsdi

(left) and Chief Operating
it {1}




ters

de Headquar

\N‘oﬂdwi
922 MNorth Front gireel
NG 28401-3331

phone




